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To Cur Shareholders:

With 2002 closed, Pope & Talbot is managing through one of the most difficult periods our industry and
the Company have faced in recent history. The global economic downturn has severely affected our pulp
business. In the fourth quarter, list prices for northern bleached softwood kraft pulp began to decline after
a brief upturn in the second and third quarters, pushing prices again to historically low levels.
Additionally, the lumber trade dispute between the U.S. and Canada has significantly affected our lumber
business and the lumber market as a whole. In 2002, Pope & Talbot paid lumber duties at a combined

rate of 27.2 percent, or $14.1 million. These payments began on May 22, 2002 when the U.S.
government made final duty determinations.

For the year, Pope & Talbot reported a net loss of $21.0 million, or $1.34 per share, compared to a net
loss of $24.9 million, or $1.68 per share in 2001. During these challenging economic times, we were able
to maintain our focus on production, logistics and overhead cost reductions. Pulp costs of production and
raw materials in 2002 were reduced by $43 per ton from 2001 levels and the average cost per metric ton
of production decreased seven percent. Over the same time period, Wood Products costs of production
and raw materials were reduced by $19 per thousand board feet and average cost per thousand board feet
of lumber, excluding the impact of lumber import duties, decreased three percent. Additionally, since the
Mackenzie acquisition, we have exceeded our first year synergy target of $10 million in cost savings.

These cost reductions, combined with an intense focus on working capital management and reduced
capital spending of $17.3 millicn in 2002, resulted in our net debt level increasing by only $9.2 million
over the past year to $228.4 million. In July, we completed a $60 million debenture offering that has
enhanced our liquidity position significantly. Today, the majority of the Company’s debt is long-term,
due in 2007 and 2013. As of January 1, 2003, we had available $38.7 million of borrowing capacity

under our lines of credit. Shareholders’ equity was $143.9 million at year end 2002, resulting in a net
debt ratio of 61 percent.

While we hold the belief that dividends are an important aspect of the Company’s policy of providing
returns to shareholders, the erosion in shareholders’ equity during the recent economic downturn and the
continued uncertainty of the health of the global economy have led the Company’s Board of Directors to

reduce the quarterly dividend by approximately half to $.08 per share beginning in the first quarter of
2003.

Announced pulp price increases in the first quarter have led to a more optimistic start in 2003. Pope &
Talbot’s improvements in manufacturing and raw material costs combined with an upswing in pulp prices
bode well for improved results. I want to thank our shareholders, customers and employees for their

continued support and dedication during these trying times. I am confident that we can look forward to a
bright future.

P.C. BOX 8171 ° 1500 S.W. FIRST AVENUE o PORTLAND, OREGON 97207
(503) 228-2161 ° FAX (503) 220-2722
EMAIL: mflannery@poptal.com
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FORWARD-LOQOKING STATEMENTS

Statements in this report include both historical and “forward-looking” statements under federal
securities laws. Such statements by Pope & Talbot, Inc. (the “Company”) are based on current
expectations and projections about future results. These forward-looking statements include the
discussion of the Company’s business strategies and expectations concerning future operations, margins,
profitability, liquidity and capital resources. In addition, in certain portions of this report, the words
“anticipate,” “believe,” “estimate,” “may,” “will,” “expect,” “plan” and “intend”” and similar expressions,
as they relate to the Company or its management, are intended to identify forward-looking statements.
These forward-looking statements involve known and unknown risks, uncertainties and other factors, that
may cause the actual results, performance or achievements to be matenally different from any future
results, performance or achievements expressed or implied by these forward-looking statements. These

statements are based upon the beliefs and assumptions of, and on information available to the Company’s
management.

EAIRYS 3 &6

Factors that could cause actual results to differ materially from those expressed or implied by the
forward-looking statements include, but are not limited to the following:

e changes in general economic conditions;
= changes in competitive conditions and prices for the Company’s products;

e changes in the relationship between supply of and demand for pulp and wood products, including
the effects of industry-wide increases in manufacturing capacity;

o changes in the relationship between supply of and demand for raw materials used in
manufacturing of the Company’s products;

o changes in exchange rates between the U.S. dollar and other currencies, particularly the Canadian
dollar;

o changes in general and industry-specific environmental laws and regulations;
o unforeseen environmental liabilities or expenditures.

In addition to specific factors that may be described in connection with any particular forward-
looking statements, factors that could cause actual results to differ materially include those set forth under
“Forward-Looking Statements” in Item 7. “Management’s Discussion and Analysis of Financial
Condition and Results of Operations.” Unless required by law, the Company does not assume any
obligation to update forward-looking statements based on unanticipated events or changed expectations.
However, readers should carefully review the reports and documents the Company files from time to time
with the Securities and Exchange Commission, particularly its Quarterly Reports on Form 10-Q and any
Current Reports on Form 8-K.

THIRD PARTY INFORMATION

In this report, the Company relies and refers to information regarding industry data obtained from
market research, publicly available information, industry publications, U.S. government sources or other
third parties. Although the Company believes the information is reliable, it cannot guarantee the accuracy
or completeness of the information and has not independently verified it.




PART I

[tem 1. Business

Introduction

Pope & Talbot, Inc. (the “Company”) is a pulp and wood products company, founded in 1849, with
headquarters in Portland, Oregon. The Company’s primary operations are located in Oregon, South
Dakota and British Columbia, Canada. The Company had 2,229 employees as of December 31, 2002.
The Company’s common stock trades on the New York and Pacific stock exchanges under the symbol
POP.

The Company’s pulp business manufactures and sells northern bleached softwood kraft (NBSK) chip
and sawdust pulp for use in the manufacture of newsprint, tissue and high-grade coated and uncoated
paper. The Company’s wood products business manufactures and sells standardized and specialty
lumber, residual wood chips, and other by-products.

The pulp business operates three pulp mills, located in Halsey, Oregon and Nanaimo and Mackenzie,
British Columbia, with approximately 830,000 metric tons of total annual capacity. The wood products
business operates three sawmills in British Columbia and one sawmill in the Black Hills region of South
Dakota, with total estimated annual capacity of 640 million board feet. Pulp is sold globally, while
lumber is sold primarily in the United States and Canada.

Company Strengths
Strong Market Pulp and Lumber Earnings Leverage

Market prices for both pulp and lumber were at very low levels in 2002. The Company expects to
benefit significantly from potential future price increases, as its earnings are highly leveraged to pulp and
lumber prices. For example, assuming other costs remain constant, at a production capacity of 830,000
metric tons of pulp, a $25 per metric ton price improvement would result in additional annual pre-tax
income of approximately $21 million. Similarly, with a lumber capacity of 640,000 thousand board feet,
again assuming other costs remain constant, a $25 per thousand board feet price improvement would
result in additional annual pre-duty and pre-tax income of approximately $16 million.

The following chart illustrates the annual average gross real prices of NBSX pulp for the last 25
years:
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The following chart illustrates the annual average gross prices of net real Western spruce/pine/fir
(SPF) lumber for the last 25 years:
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Cost Reduction Measures

The Company has made considerable efforts to improve its cost structure. Since 2000, pulp
production costs per metric ton have been reduced by 12 percent and lumber production costs per
thousand board feet have been reduced by 7 percent. Also since 2000, fiber cost per metric ton to the
pulp mills have been reduced by 26 percent and log costs per thousand board feet to the sawmills have
been reduced by 12 percent. Highlights of the Company’s efforts include:

o Reduced head count from 717 to 528 at the Harmac pulp mill since 1998.

o Savings of $10.5 million annually at the Halsey pulp mill from modification implemented in
2000.

¢  During the first year of ownership, reduced the Mackenzie pulp mill production costs per metric
ton by 13 percent and increased production by 7 percent.

e Consolidated sawmill production in the Black Hills to a single facility.

Long-Term Supply Arrangements

The Company has long-term relationships with many of its suppliers and has entered into long-term
supply agreements with some of them to reduce potential supply volatility.

Higher-Margin Sawdust Pulp

To provide a low-cost and adequate supply of wood fiber, the Company has expanded its capacity to
use sawdust as a raw material for a significant portion of the Halsey and Mackenzie pulp production.
Traditionally, sawdust is purchased at a significant discount to chips. In addition, the price of sawdust
does not fluctuate as much as the price of chips with pulp price changes. The Company believes NBSK
sawdust pulp typically results in improved margins relative to traditional NBSK chip pulp due to the

lower priced fiber source.




Environmental Compliance

The Company is committed to excellence in environmental performance by conducting business in a
manner that safeguards the environment and that complies with all environmental laws and regulations.
Accordingly, the Company believes it is in material compliance with all current requirements of the U.S.
Environmental Protection Agency, the Oregon Department of Environmental Quality, the South Dakota
Department of Environmental & Natural Resources and the British Columbia Ministry of Water, Land
and Air Protection.

Historical Development of the Company’s Business

The Company, a Delaware corporation, was originally incorporated as a California corporation in
1940. It s the successor to a partnership formed in San Francisco, California in 1849 that acquired its
first timberlands and opened a lumber mill in the Seattle, Washington area in 1853. Subsequently, the
Company developed a lumber business based on timberland and facilities in the U.S. Pacific Northwest,
British Columbia, Canada and the Black Hills region of South Dakota and Wyoming.

Until the sale of the tissue business in 1998, the Company produced a line of consumer tissue
products including towels, napkins, bathroom tissue and facial tissue. Also, the Company produced
disposable diaper products until the 1996 sale of the diaper business. These products were sold under
private and controlled labels. The sale of the assets of the Company’s tissue business in 1998 was
classified as income from discontinued operations. See Item 6. “Selected Financial Data.”

Since the mid-1980s, the Company has reduced its dependency on timber from the U.S. Pacific
Northwest, where environmental concerns have sharply restricted the availability of and increased the
cost of public timber. At the same time, the Company increased its operations in regions having more
stable timber supplies, particularly in British Columbia and to a lesser extent the Black Hills region of
South Dakota and Wyoming. In 1985, the Company distributed its timber and land development
properties in the State of Washington to its shareholders through interests in a newly formed master
limited partnership, Pope Resources. In 1989, the Company sold its Oregon sawmill, and the Company
has since sold its remaining Oregon timberlands. In 1992, the Company acquired a sawmill in Castlegar,
British Columbia and related timber cutting rights. At the end of 1995, the Company permanently closed
its Port Gamble, Washington sawmill. The small, 30 million board foot sawmill in Newcastle, Wyoming
was closed in 2000 as part of the Company’s effort to rationalize its Black Hills production facilities due
to a reduction in public timber availability in that region.

In the late 1970s, the Company expanded into the pulp business with the purchase of the Halsey,
Oregon pulp mill. The Halsey mill produces bleached kraft pulp which is sold to writing paper, tissue
and newsprint manufacturers in the U.S., Europe and Asia.

Through a number of purchases in 1997 and 1998, the Company acquired a 60 percent ownership
interest in Harmac Pacific Inc. (Harmac). On November 8, 1999, the Company acquired the remaining
minority interest in Harmac. The Harmac acquisition was accounted for as a step purchase transaction,
and the results of operations of Harmac have been included in the Company’s consolidated financial
statements from February 2, 1998. Harmac, which was publicly traded on the Toronto, Vancouver and
Montreal stock exchanges, operated a pulp mill located on the east coast of Vancouver Island at Nanaimo,
British Columbia, Canada. Harmac was merged into the Company’s Canadian subsidiary, Pope & Talbot
Ltd., in December 1999,

During 2001, the Company continued its strategy of increasing and improving the Company’s
position in the pulp business. On June 15, 2001, the Company acquired the Mackenzie pulp mill, located
in the northern interior of British Columbia, Canada, from Norske Skog Canada. With the Mackenzie
acquisition, the Company’s pulp production capacity increased to 830,000 metric tons annually. In
addition, the Company increased its ability to offer customers additional types of products.




Pulp Business

The Company operates pulp mills located in Halsey, Oregon (the Halsey mill), Nanaimo, British
Columbia (the Harmac mill) and Mackenzie, British Columbia (the Mackenzie mill).

Halsey Mill Operations and Fiber Supply

The Halsey mill, with a capacity of approximately 200,000 metric tons, produces NBSK pulp that is
sold in various forms to printing and writing paper, tissue, and newsprint manufacturers in the Pacific
Northwest and in the open market. Capital investments to upgrade the Halsey mill have totaled $54 .4
million over the last 5 years, primarily related to its chlorine dioxide facility. The installation of this
facility made the mill compliant with the Environmental Protection Agency’s “Cluster Rules.”

Substantially all of the Company’s wood chip and sawdust requirements for the Halsey pulp mill are
satisfied through purchases from third parties. The Company has long-term chip and sawdust supply
arrangements or established supplier relationships with sawmills and veneer plants in the Pacific
Northwest. To provide an adequate supply of wood fiber for the mill, the Company has expanded its
capability of using sawdust as a raw material. In 2002, approximately 64 percent of Halsey’s production
was sawdust pulp. Additionally, the Company continues to use an expanded geographic base to maintain
an adequate supply of chips for the portion of the Halsey pulp mill’s production which is based on
softwood chips. The Company believes that, based on existing wood chip and sawdust availability both
within the Willamette Valley region of Oregon and from other sources, fiber resources will be adequate
for the Company’s requirements at the Halsey pulp mill in the foreseeable future. In conjunction with the
fiber acquisition program for the Halsey pulp mill, the Company brokered wood chips for sale primarily
into the export market until the first quarter of 2003, when the Company discontinued brokering wood
chips.

Harmac Mill Operations and Fiber Supply

With a current annual capacity of approximately 400,000 metric tons, the Harmac mill is one of the
largest producers of market pulp in Canada, according to PricewaterhouseCoopers LLP’s “2001 Global
Market Pulp Survey of 2000.” The Harmac mill manufactures a wide range of high-quality NBSK pulp
made from custom blends of western hemlock, balsam, western red cedar and Douglas fir.

The Company has a long-term fiber supply agreement for the Harmac mill with Weyerhaeuser
Company Limited (Weyerhaeuser) that provides for 1.7 million cubic meters of fiber per year through
2019, which represents approximately 80 percent of Harmac’s fiber requirements. Under this contract,
fiber is purchased at market prices, or at prices determined under a formula intended to reflect fair market
value of the fiber, and which takes into account the net sales value of pulp sold by the Harmac mill.

Weyerhaeuser has agreed that it will supply, in addition to the minimum volumes to which it is
committed under the long-term fiber agreement, the fiber required to fulfill the balance of the Harmac
mill’s operating requirements, provided that such fiber is available in the market without detriment to
Weyerhaeuser’s own operations. In addition, the Company has entered into arrangements with other
independent fiber suppliers to provide pulp fiber incremental to that provided by Weyerhaeuser. To a
limited degree, the Harmac mill also has the ability to acquire wood chips from the Company’s Canadian
sawmills. Improved utilization and recovery of available raw materials, through means such as the chip
conditioning system completed in 1998, aids in fiber utilization and quality. The chip conditioning
system consists of an industry standard set of chip thickness screens that separate oversized and

undersized chip fragments and reprocesses the unacceptable wood chips to increase fiber quality and
utilization.




Mackenzie Mill Operations and Fiber Supply

In June 2001, the Company purchased the Mackenzie pulp mill from Norske Skog Canada. Located
in northern British Columbia, the Mackenzie pulp mill is known for producing a particularly fine grade of
NBSK pulp from chips and sawdust. A synergistic fit with the Company’s existing Harmac and Halsey
pulp mills, the Mackenzie facility provides the Company the ability to offer customers additional types of
products and increased the Company’s production capacity by 230,000 metric tons, or 38 percent. The
Mackenzie pulp mill’s capacity consists of 105,000 metric tons per year of sawdust-based pulp and
125,000 metric tons of long fiber pulp.

The Company’s Mackenzie pulp mill purchased approximately 65 percent of its fiber requirements in
2002 from sawmills also located in Mackenzie, British Columbia and operated by Slocan Forest Products
Ltd. (Slocan), primarily under long-term, "evergreen” contracts. Under these contracts, fiber is purchased
at market prices, or at prices determined under a formula intended to reflect the fair market value of the
fiber, and which takes into account the net sales value of pulp sold by the Mackenzie mill. The Company
has entered into arrangements with other independent fiber suppliers to provide fiber incremental to that
provided by Slocan. The Company believes there is an abundance of fiber resources available within an
economic radius of the mill that will be adequate for the Mackenzie pulp mill’s requirements.

Marketing and Distribution

The Company’s pulp is marketed globally through sales offices in Portland, Oregon and Brussels,
Belgium and through agency sales offices around the world. In 2002, approximately 40 percent of the
pulp segment’s revenues were derived from sales to Europe, 28 percent to Asia and 32 percent to North
America and other markets. The Company sold pulp products to numerous customers during 2002, none
of which accounted for more than 10 percent of total revenues.

In 2002, approximately 47 percent of pulp was sold to customers at market prices under long-term or
"evergreen” contracts, renewable each year. Approximately 37 percent was sold to other repetitive
customers without contract, with the balance sold on a spot basis. By establishing and maintaining long-
term contractual relationships, the Company is better able to forecast and regulate production.

Backlog

The Company’s pulp customers either enter into contracts for periods of one to three years or
purchase pulp on a spot basis. The contractual customers provide the Company with annual estimates of
their requirements, followed by periodic orders based on more definitive information. At December 31,
2002, the Company’s backlog of orders believed to be firm for both contractual and non-contractual
customers was $64.1 million compared with $57.1 million at December 31, 2001. The backlog of pulp
orders at year-end represents orders which will be filled in the first quarter of the following year.

Competition

The pulp industry is highly competitive, with a substantial number of competitors having extensive
financial resources, manufacturing expertise and sales and distribution organizations, many of which are
larger than the Company, but none of which is believed to be dominant. Canada and the Nordic countries
produce substantially more market pulp than they consume, with the surplus being sold in Western
Europe, the United States and Japan and other Asian countries. Canada, Finland, Norway and Sweden are
the principal suppliers of northern bleached softwood kraft pulp to world markets.- The United States is a
large exporter of hardwood and southern softwood pulp. Latin America also exports both hardwood and
softwood pulp.

The principal methods of competition in the pulp market are price, quality, volume, reliability of
supply and customer service. The Company’s competitive advantages include the strength of its northern
softwood fiber and the variety and consistent quality of the pulp it produces. In addition, Harmac has the




operational flexibility provided by its three separate production lines in combination with the three
principal species of fiber available in the region.

For further information regarding amounts of revenue, operating profit and loss and other financial
information attributable to the pulp business, see Item 8. Note 11, “Segment Information” of the Notes to
Consolidated Financial Statements.

Wood Products Business

The Company’s wood products business involves the manufacture and sale of dimension and board
lumber. Total estimated annual capacity approximates 640 million board feet. Wood chips and other
materials obtained as a by-product of the Company’s lumber operations are also sold. During the last
three years, revenues from lumber sales were approximately 85 percent or more of total wood products
revenues with the balance being wood chips, other residuals and logs. Logs, which are raw material for
the Company’s wood products operations are obtained through long-term cutting licenses on public lands,

open log market purchases, competitive bidding from federal agencies and long-term contracts on private
lands.

Approximately 80 percent of the Company’s current lumber capacity is located in British Columbia,
Canada and 20 percent in the Black Hills region of South Dakota. For the Company’s Canadian
sawmills, approximately 73 percent of the timber requirements in 2002 were obtained from the Provincial
Government of British Columbia under long-term cutting licenses on 4.6 million acres of public lands
with the remaining 27 percent purchased in competitive open log markets. In the Black Hills, the
Company obtained approximately 40 percent of its timber requirements in 2002 from public sources
under long-term timber harvesting contracts, 51 percent from private sources under long-term harvesting
contracts and 9 percent was purchased in competitive open log markets.

Approximately 95 percent of all timberlands in British Columbia are owned by the Province of
British Columbia and administered by the Ministry of Forests. The Forest Act empowers the Ministry of
Forests to grant timber tenures, including Tree Farm Licenses (TFLs), Forest Licenses (FLs), and Timber
Licenses. The annual allocable cut (AAC) for timber tenures is determined by the Ministry of Forests on
a sustained yield basis and reflects timber conditions, regional and local economic and social interests,
and environmental considerations. The actual cut from a TFL or FL for any given year may vary up to 50
percent above or below the designated AAC for the tenure as long as the annual average cut over a five-
year prescribed period is within 10 percent of the designated AAC for that period.

A TFL i3 an area-based tenure granted for a term of 25 years that is replaced every five years for a
further 25 year term, subject to satisfactory performance by the licensee of its forest management
obligations as determined by the Ministry of Forests. Approximately 64 percent of the Company’s AAC
in 2002 was derived from two TFLs (TFL 8 and TFL 23) covering !.6 million acres of timberland. TFLs
are considered the most secure form of timber tenure. The Company’s two TFLs were both replaced
effective March 1, 2000 with 25-year terms.

Provincial government timberlands that are not designated as TFLs are organized into timber supply
areas (TSAs). FLs are issued within each TSA with the overall harvest for the TSA managed by the
Ministry of Forests on a sustained yield basis. FLs are volume based tenures which authorize a specified
volume of timber to be cut within a specific TSA. FLs have a term of 15 years and are generally
replaceable every five years for a term of 15 years, subject to satisfactory performance by the licensee of
its forest management obligations as determined by the Ministry of Forests. The Company has one FL
located in the Boundary TSA that provided approximately 36 percent of the Company’s AAC in 2002.
The Company’s FL, covering a total of 3.0 million acres, was replaced on December 1, 1998 for a 15-year
term. The Company is in compliance in all material respects with the terms of its forest tenures.




A stumpage charge is assessed by the Province of British Columbia on all government timber that is
harvested. The base stumpage rate charged is determined to meet revenue targets set by the provincial
government. The base rate is adjusted quarterly by the Ministry of Forests for various factors including
recent lumber prices, timber quality, harvesting costs and species mix.

The British Columbia government implemented its Forest Practices Code (Code) that became fully
effective in mid-1997. The Code governs all facets of a company’s forest management activities from
planning through harvesting and forest renewal and provides a uniform set of rules that are designed to
better secure the long-term sustainability of the forest industry. The Company’s harvesting practices are
in compliance with the standards set out in the Code.

The Company was able to retain its AAC for its timber tenures while the provincial government’s
target to double the protected provincial land base from 6 percent to 12 percent was met in the year 2000.
Certain regions of British Columbia, including the coastal forest area, will have more than 12 percent of
lands in protected status. The Provincial government has reviewed all of the lands containing the
Company’s forest tenures for determination of protected status and no negative impact on timber supply
has occurred.

Provincial legislation requires the Chief Forester for British Columbia to review sustainable timber
harvesting levels in each TFL and TSA in the Province every five years. Such determinations involve the
Company’s FL and two TFLs. The annual allowable cut for TFL 8 was increased 21 percent in 2002 as a
result of the Chief Forester’s timber supply review.

The Company’s Canadian forest operations implemented an Environmental Management System in
2000 and received certification under ISO 14001, which is an international standard for environmental
systems. This system offers third party verification that the Company is committed to environmental
protection of its operating areas, as well as the continual improvement of its performance with regard to
the environment. Furthermore, in 2002, the Company’s Canadian forest operations, as the result of a
rigorous third party audit, were certified that it is meeting all of the requirements of the American Forest
& Paper Association’s (AF&PA) Sustainable Forestry Initiative (SFI®) program. The standard inciudes
a land stewardship ethic that integrates the managing, growing, nurturing, harvesting and reforesting and
replanting of trees with the conservation of soil, air and water quality, wildlife and fish habitat and
aesthetics. Support for and conformity to the SFI program is mandatory for AF&PA member companies.

The Company’s Canadian forest operations are carried out on public forestlands that are subject to the
constitutionally protected treaty or common law rights of the First Nations People of Canada. Most of the
lands in British Columbia are not covered by treaties and, as a result, the claims of British Columbia’s
First Nations People relating to these forest resources are largely unresolved. To address these claims, the
governments of Canada and British Columbia instituted a negotiation process under the administration of
a treaty commission. Any settlements that may result from the negotiation process may involve a
combination of cash and resources and grants of conditional rights to gather food on public lands and
some rights of self-government. The effect of any treaties on timber tenure rights, including the
Company’s timber tenures, cannot be estimated at this time. Such claims may, in the future, result in: a
decrease in the lands available for forest operations under British Columbia licenses, including the
Company’s licenses and contracts; additional restrictions on the sale and harvest of timber on British
Columbia timberlands; and an increase in operating costs. Such claims could also affect timber supply
and prices. The Company believes that such claims will not have a significant effect on the Company’s
timber availability in year 2003, and does not believe there will be significant impacts on timber
availability in the near future.

The Canadian wood products division operates the Midway, Castlegar, and Grand Forks lumber mills
in southern British Columbia, as well as the Arrow Lakes and Boundary timber forestry divisions.
Castlegar is the Company’s largest sawmill, offering a broad mix of western Canadian species in wide




widths and lengths up to 24 feet. The Grand Forks and Midway mills are significant producers of
machine stress rated (MSR) lumber.

The Company’s Spearfish, South Dakota sawmill is the largest producer of lumber in South Dakota.
The Spearfish mill obtains its timber supply from both public and private lands in the Black Hills region
and is also a participant in AF&PA’s SFI program. The mill produced 111.3 million board feet of
Ponderosa pine lumber in 2002. Of that volume, approximately one-half was dimension lumber and the
other half premium quality pine boards. From the lumber, specialty products like exterior log cabin
siding and interior paneling were produced. In addition, a variety of specialized package sizes were
available for wholesalers and retailers. The Spearfish sawmill also produces various by-products such as
wood chips, bark, sawdust and shavings that are sold to other manufacturers. At the Spearfish site, the
Company also operates the Heartland Wood Pellet facility. This facility produces wood pellets for wood
pellet stoves and had sales of 24,500 tons of this renewable heating fuel in 2002.

Canada — U.S. Trade Issues

The Canada-U.S. Softwood Lumber Agreement (SLA) of 1996 established volume quotas on
Canadian softwood lumber shipments to the U.S. Based on this agreement, as amended by Canada and
the United States on August 26, 1999, Canadian lumber producers in certain provinces were assigned
quotas of lumber volumes that could be shipped to the U.S. tariff-free. Incremental volumes were subject
to a three-tier tariff. The SLA resulted in tariff fees paid to the Government of Canada or reduced
production (by increasing down time) at the Company’s British Columbia sawmills. During 2000 and
1999, the Company expensed tariff charges of approximately $0.2 million and $7.1 million, respectively,
related to shipments from the Company’s British Columbia sawmills into the U.S. Because of the tariffs
under the SLA, the Company took several shutdowns during 2000 and 1999.

On April 1, 2001, the SLA expired, and on April 2, 2001, petitions for the imposition of antidumping
duties (ADD) and countervailing duties (CVD) on softwood lumber from Canada were filed with the U.S.
Department of Commerce (DOC) and the U.S. International Trade Commission (ITC) by certain U.S.
industry and trade groups. In response to the petitions, the ITC conducted a preliminary injury
investigation and on May 16, 2001, determined that there was a reasonable indication that the lumber
industry in the United States was threatened with material injury by reason of softwood lumber imports
from Canada.

On August 9, 2001, the DOC issued its preliminary determination on the CVD and imposed a
preliminary duty rate of 19.31 percent to be posted by cash deposits or bonds on sales of softwood lumber
to the U.S. on or after August 17, 2001. The DOC also made a preliminary determination that certain
circumstances existed which may result in duties on sales of softwood lumber applying retroactively to
May 19, 2001 (Critical Circumstances). The preliminary duty rate of 19.31 percent was suspended on
December 15, 2001, 120 days after the preliminary determination, in accordance with U.S. law. The
Company accrued $13.6 million for the period from May 19, 2001 to December 15, 2001 for CVD at the
preliminarily determined rate of 19.31 percent. Duties accrued for the retroactive portion of the CVD for
the period from May 19, 2001 to August 16, 2001 totaled $6.7 million.

On October 31, 2001, the DOC issued its preliminary determination on the ADD and imposed a
company-specific preliminary duty rate on six companies reviewed ranging from 5.94 percent to 19.24
percent. All other companies, including Pope & Talbot’s Canadian subsidiary, received the weighted
average rate of the six companies of 12.58 percent. The preliminary ADD rate applied to all shipments of
softwood lumber made to the U.S. on or after November 6, 2001. The DOC did not find Critical
Circumstances in its preliminary ADD ruling and, therefore, did not assess those duties retroactively. The
Company accrued $2.0 million for the period from November 6, 2001 to December 31, 2001 for ADD at
the preliminarily determined average rate of 12.58 percent. At December 31, 2001, the Company had
accrued a total of $15.6 million for CVD and ADD.




On March 22, 2002, the DOC announced revised import duty rates of 19.34 percent and 9.67 percent,
respectively in the CVD and ADD cases. The DOC also determined that there would be no retroactive
application of the CVD prior to August 17, 2001. Accordingly, in the first quarter of 2002, the Company
reversed $6.7 million of CVD previously accrued for the retroactive assessment period from May 19,
2001 to August 16, 2001 and reversed $0.5 million of ADD to reflect the reduction of the ADD rate to
9.67 percent. However, the Company accrued ADD of $2.9 million on lumber shipments into the United
States during the first quarter of 2002, resulting in a net reversal of $4.3 million of accrued lumber import
duties in the first quarter.

On May 16, 2002, the ITC issued its final ruling that the U. S. softwood lumber industry is threatened
with material injury by Canadian lumber imports. Based on this ruling, CVD and ADD rates determined
by the DOC are due on shipments of Canadian lumber into the United States on or after May 22, 2002,
but no such duties are due for any shipments before that time. Accordingly, in the second quarter of
2002, the Company reversed the remaining $11.3 million of lumber import duties that were accrued in
2001 and the first quarter of 2002 based on the DOC’s preliminary determinations.

Cn May 17, 2002, the DOC finally determined the CVD rate to be 18.79 percent and the ADD rate
applicable to the Company to be 8.43 percent, resulting in a combined import duty of 27.22 percent on the
Company’s lumber imports into the United States commencing on May 22, 2002. Lumber import duties
incurred from May 22, 2002 to December 31, 2002 totaled $14.1 million.

Approximately one year following the publication of the final order, and annually thereafter for a
total of five years, the DOC will conduct reviews to determine whether Canada continued to subsidize
softwood logs and whether the Canadian companies engaged in dumping and, if so, the appropriate CVD
and ADD rates to impose. At the end of the five years, both the CVD and ADD will be automatically
reviewed in a “‘sunset” proceeding to determine whether dumping or a countervailing subsidy would be
likely to continue or recur.

The federal and provincial governments in Canada have moved for appellate review by panels under
NAFTA and the World Trade Organization (WTQ) with respect to the CVD findings. In July 2002, the
WTQ, in a non-binding set of recommendations to the U.S., ruled that the U.S. government erred on
several points in its determination of the existence of a subsidy on softwood lumber from Canada. The
WTO also issued an interim ruling recommending the U.S. government repeal the Byrd Amendment,
which gives U.S. firms cash from punitive trade sanctions applied on foreign imports.

The ITC’s final ruling is subject to further reviews by panels of the WTO and under NAFTA and,
accordingly, it is possible that the lumber import duties may change as a result of such reviews or as a
result of a negotiated settlement between the Canadian and U.S. governments. Any adjustments to the
financial statements resulting from a change in duty rates will be made prospectively.

Marketing and Distribution

In 2002, approximately 65 percent of the Company’s lumber products were sold to wholesalers, with
the remainder sold to remanufacturers and other suppliers of building materials. Wood chips produced by
the Company’s sawmills are sold to manufacturers of pulp in the U.S. and Canada. Acquired logs which
are not suitable for consumption (approximately four percent of logs acquired in 2002) were sold to other
U.S. and Canadian forest products companies.

Marketing of the Company’s wood products is centralized in its Portland, Oregon office. Although
the Company does not have distribution facilities at the retail level, the Company does utilize several
reload facilities around the U.S. to assist in moving the product closer to the customer. The Company
sold wood products to numerous customers during 2002, none of which accounted for more than 10
percent of total revenues.
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Backlog

The Company normally maintains four to six weeks of lumber inventory. At December 31, 2002
orders were approximately $4.6 million compared with approximately $5.1 million at December 31,
2001. This backlog represented an order file for the Company that generally would be shipped within
approximately one month.

Competition

The wood products industry is highly competitive, with a large number of companies producing
products that are reasonably standardized. There are numerous competitors of the Company that are of
comparable size or larger, none of which is believed to be dominant. The principal means of competition
in the Company’s wood products business are pricing and the ability to satisfy customer demands for
various types and grades of lumber.

For further information regarding amounts of revenue, operating profit and other financial
information attributable to the wood products business, see Item 8. Note 11, “Segment Information” of
Notes to Consolidated Financial Statements.

Environmental Matters

The Company is subject to federal, state, provincial and local air, water and land pollution control,
solid and hazardous waste management, disposal and remediation laws and regulations in all areas where
it has operations. Compliance with these laws and regulations generally requires operating costs as well
as capital expenditures. It is difficult to estimate the costs related solely to environmental matters of
many capital projects which have been completed in the past or which may be required in the future.
Changes required to comply with environmental standards will affect other areas such as facility life and
capacity, production costs, changes in raw material requirements and costs and product value.

The Company’s estimates of future environmental compliance expenditures are based on its
understanding of current standards. However, the ultimate outcome of future compliance is uncertain due
to various factors such as the interpretation of environmental laws, potential introduction of new
environmental laws and evolving technologies.

The preservation of old-growth forests and wildlife habitat has affected and may continue to affect the
amount and cost of timber obtainable from public agencies in Oregon and Western Washington. The
Halsey pulp mill has been affected by the decrease in timber availability since its primary raw materials,
wood chips and sawdust, are by-products of the lumber manufacturing process.

In April 1998, the Environmental Protection Agency (EPA) published regulations establishing
standards and limitations for non-combustion sources under the Clean Air Act and revised regulations
under the Clean Water Act. These regulations are collectively referred to as the "Cluster Rules.” The
Company’s exposure to these regulations relates to the Company’s Halsey pulp mill. Compliance with
certain portions of the Cluster Rules was required by April 1, 2001, with other portions not required until
2002 and 2006. The upgrade of the Halsey mill, required to comply with the first two portions of the
Cluster Rules, was begun in 1998 and completed in November 2000 at a total cost of $37.4 million. The
- Company spent an additional $0.3 million in 2001 to complete compliance with the 2002 portion of the
Cluster Rules and currently estimates the cost of compliance with the portion of the Cluster Rules that
becomes effective in 2006 at $3.0 million. The EPA has also promulgated Maximum Achievable Control
Technology (MACT) requirements for pulp mill combustion sources which will require installation of
modified particulate emission control equipment at the Halsey mill by 2004. The estimated cost to install
this equipment in 2003 is $1.5 million.




The major environmental issues for pulp producers in British Columbia are the management of
wastewater, air emissions and solid waste in compliance with an extensive body of applicable
environmental protection laws and regulations. The Harmac and Mackenzie mills have comprehensive
environmental management programs in place, including modern pollution abatement and control
technologies, detailed operating procedures and practices, early warning systems, scheduled equipment
inspections and emergency response planning. Regular independent audits ensure that the environmental
programs are being implemented effectively and that all regulated requirements are being met.

The Canadian operations are subject to particulate emission standards determined by the British
Columbia Ministry of Water, Land and Air Protection. The Company performed a study in 2002 at the
Mackenzie pulp mill to determine the appropriate control devices and equipment configuration necessary
to reduce particulate emissions from the mill’s power boiler. The Company expects to complete this
project by the second quarter of 2005. Costs incurred in 2002, primarily for the feasibility study, were
$0.3 million. The estimated remaining costs are expected to be incurred as follows: 2004 - $1.9 million
and 2005 - $4.4 million.

In 2002, the British Columbia government amended its regulations that required all pulp mills in
British Columbia to eliminate the discharge of chlorinated organic compounds by December 31, 2002.
Under the new regulations the discharge of chlorinated organic compounds will be permitted, but at a
lower level than standards currently in effect. The Company’s mills in British Columbia currently operate
well within the new limits, and the Company does not anticipate that the new regulations will have any
material effect on its business or operations. However, there remains the possibility that parties opposed
to the regulations will challenge them in court, which, if successful, could result in reinstatement of the
requirement to eliminate the discharge of all chlorinated organic compounds. Such a result, which the
Company considers to be highly unlikely, would cause substantially all of the chemical pulp mills in
British Columbia, including the Company’s, to shut down, which would have a material adverse effect on
the Company’s financial condition and results of operations.

Legislation in British Columbia governing contaminated sites became effective in April 1997. If a
triggering event occurs in respect of any property that has been used for industrial or commercial
purposes, the regulations require, among other things, a site profile to be prepared in order to determine
whether the site in question is potentially contaminated, in which case remediation may be required under
government supervision. Pulp mills are subject to these regulations, and past and present owners or
operators of mill sites may face remediation costs if contaminated areas are found. Triggering events
include the sale of the property or the decommissioning of the mill. The Company cannot assess the
magnitude of costs it may be required to incur in the future in order to comply with this legislation if a
triggering event should occur.

In British Columbia, the Company’s forest resources and related logging activities and reforestation
responsibilities have been affected by governmental actions over the past several years. Refer to “Wood
Products Business” for the discussion on the impact of the Provincial Government of British Columbia’s
Forest Practices Code.

See Item 3. “Legal Proceedings" for a discussion of certain environmental legal proceedings.

Employees

At December 31, 2002, the Company employed 2,229 employees of whom 1,731 were paid on an
hourly basis. Most of the Company’s hourly employees are covered under collective bargaining
agreements. In the second quarter of 2003, contracts covering approximately 1,630 employees in the
Company’s Canadian pulp and sawmill operations are scheduled to expire. Approximately 52 percent of
the Company’s employees were associated with the Company’s wood products business, 45 percent were
associated with the Company’s pulp business and the balance consisted of corporate management,
marketing and administration personnel.




Geographic Regicens

For information regarding the Company’s revenues and long-lived assets by geographic area, see
Item 8. Note 11, “Segment Information” of the Notes to Consolidated Financial Statements.

Company Internet Site

The Company files its Annual Report on Form 10-K, its Quarterly Reports on Form 10-Q,
Definitive Proxy Statements and periodic Current Reports on Form 8-K with the Securities and
Exchange Commission (SEC). The public may read and copy any matertal filed by the Company with
the SEC at the SEC’s Public Reference Room at 450 Fifth Street NW, Washington, DC 20549. The

public may obtain information on the operation of the Public Reference Room by calling the SEC at 1-
800-SEC-0330.

The SEC maintains an internet site (http://www.sec.gov) that contains reports, proxy and information

statements and other information regarding the Company and other issuers that file electronically with the
SEC.

The Company’s Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Definitive Proxy
Statements, Current Reports on Form 8-K and amendments to those reports are available free of charge
through the Company’s internet site at http://www.poptal.com. These reports are available as soon as
reasonably practicable after the reports are filed electronically with the SEC.

Item 2. Properties

With the exception of the Halsey mill, the Company owns all of its facilities used in the production of
pulp and lumber. The Company leases 38,000 square feet of office space in Portland, Oregon for its
corporate administrative and sales functions. This operating lease expires in June 2009.

Pulp Faciiities

The following tabulation states the location, current estimated annual capacity and 2002 production of
the Company’s pulp mills:

Estimated Annual 2002 Production
Location Capacity (metric tons) (metric tons)
Halsey, Oregon 200,000 177,900
Nanaimo, British Columbia 400,000 381,100
Mackenzie, British Columbia 230,000 216,800
Total 830,000 775.800

The Company has operated a bleached kraft pulp mitl near Halsey, Oregon since the late 1970s. The
Halsey pulp mill and its chlorine dioxide facility were sold and leased back in two separate transactions in
1999 and 2001, which are being accounted for as capital leases. The Halsey pulp mill leases expire in
2012. The Company has two purchase options under the leases; one is exercisable in 2007 and the other
is exercisable at the end of the lease term. Additional information regarding the Halsey mill leases is
included in Item 8. Note 5, “Debt” of the Notes to Consolidated Financial Statements.

The Harmac pulp mill is located on a site owned by the Company in Nanaimo on the east coast of
Vancouver Island in British Columbia. The Mackenzie pulp mill is located in the town of Mackenzie in
the northern interior of British Columbia on a site owned by the Company. The Company believes that
all of its pulp facilities are adequate and suitable for current operations.




Wood Products Facilities

The Company believes that its wood products manufacturing facilities are adequate and suitable for
current operations. The following tabulation states the location, current estimated annual capacity and
2002 production of the Company’s lumber mills:

Estimated Annual Capacity 2002 Production

Location (thousand board feet) (thousand board feet)
Spearfish, South Dakota 120,000 @ 111,300
Grand Forks, British Columbia 98,000 91,000
Midway, British Columbia 172,000 O 162,000
Castlegar, Brilish Columbia 250,000 ¥ 239,700

Total 640,000 604,000

)
(2)

3)

Based on operating two shifts, five days per week.

Based on operating one shift, five days per week.

Wood chips are produced as a result of the operation of the Company’s lumber mills. It is estimated that the
aggregate annual capacity for such production is 300,000 bone-dry units. In 2002, 283,600 bone-dry units
were produced.

Item 3. Legal Proceedings

The Company is a party to legal proceedings and environmental matters generally incidental to the
business. Although the final outcome of any legal proceeding or environmental matter is subject to a
great many variables and cannot be predicted with any degree of certainty, the Company believes that any
ultimate outcome resulting from those proceedings and matters should not have a material effect on the
current financial position, liquidity or results of operations; however, changes in facts or circumstances
could have a material effect on results of operations in any given future reporting period. See Item 8.
Note 9, “Commitments and Contingencies” of Notes to Consolidated Financial Statements.

In June 2002, the Company was requested by British Columbia environmental authorities, based on
detection of environmental contamination in an effluent treatment pond at the Mackenzie pulp mill, to
prepare a remediation plan for this pond. A report was submitted to the Ministry of Water, Land and Air
Protection in September 2002, detailing various remediation options. The environmental contamination
occurred before the Company acquired the mill as a result of a manufacturing process that was
discontinued at the mill in 1993. The Company accrued the estimated costs of dredging and relining the
pond in the second quarter of 2002 as an adjustment of the acquisition cost for the June 15, 2001
acquisition of the Mackenzie pulp mill. The Company currently expects the majority of the remediation
costs to be incurred in 2005 through 2007.

In 1998, the Washington Department of Ecology (WDOE) requested that the Company undertake an
assessment to determine whether and to what extent the Company’s former mill site at Port Gamble,
Washington may be contaminated. The nature of contamination at the former mill site and surrounding
area consists of industrial waste contamination of soil, groundwater and surface water/sediment. In
addition, five landfills used by the Company contain wood debris and industrial wastes. Further, WDOE
requested that the Company perform an investigation of sediments in the adjacent bay to determine the
extent of wood waste accumulation. The Company is working with the WDOE and completed the
sediment characterization in 2002. As of December 31, 2002, four landfills have been closed and three
landfills have received “no further action” letters from WDOE. The Company intends to submit a
Cleanup Action Plan for the bay sediments to WDOE in the first quarter of 2003 and expects the majority
of the remaining remediation costs for the bay and landfills to be incurred in 2003. Monitoring costs are
expected to be incurred through 2013,




In 1995, the Environmental Protection Agency (EPA) notified the Company that it was considered a
potentially responsible party (PRP) regarding the Company’s alleged contribution of hazardous waste to
the former Omega Chemical Corporation disposal site in Whittier, California. In December 1995 and
April 1996, the Company submitted documents to the EPA that demonstrated that the Company did not
dispose of waste at the Omega Site. The EPA has not responded to this information. In 2002, the EPA
notified the Company again that it was a PRP at the site and included it in a group of “newly identified
parties.” The Company responded by submitting the same exonerating evidence that it submitted in 1995
and 1996 and asked to be deleted from further administrative actions and mailings.

In 1992, the Oregon Department of Environmental Quality (ODEQ), based on detection of creosote
and hydrocarbon contamination, determined that a vacant industrial site in St. Helens, Oregon formerly
owned by the Company requires environmental remediation. Accordingly, the Company and the local
governmental owner agreed in a Consent Order with ODEQ to investigate the site and determine an
appropriate remedy. The Company is participating in the investigation phase of this site. The Company
currently expects the majority of the remediation costs to be incurred in 2006, with post-remediation
monitoring costs to begin in 2007 and to continue for 15 to 20 years.

The Company has tendered the defense of certain environmental claims to a number of insurance
carriers that issued comprehensive general liability policies to the Company from the 1940's to 1992. In
1995, the Company filed a declaratory judgment action to obtain a decision that the insurance carriers
were obligated to defend the Company and indemnify it for any environmental liabilities incurred as a
result of certain operations of the Company during that period. The Company has concluded settlements
with several insurance carriers and is engaged in settlement discussions with other insurance carriers.

Item 4. Submission of Matters to a Vote of Security Holders
Not applicable.
EXECUTIVE OFFICERS OF THE REGISTRANT WHO ARE NOT DIRECTORS

In addition to the executive officer who is also a director of the Company, the following executive
officers are not directors:

Angel M. Diez, age 57, has been Vice President - General Manager, Pulp, since February 2001. Prior
to becoming Vice President — General Manager, Pulp, Mr. Diez was Vice President - Sales and
Marketing, Pulp, upon joining the Company in 1992. Prior to joining Pope & Talbot, he held positions
with Perry H. Koplik & Sons, Inc., Publishers Paper and Boise Cascade.

Abram Friesen, age 60, has been Vice President — General Manager, Wood Products, since February
1996. From 1987 to 1996, Mr. Friesen was President of Pope & Talbot Ltd., a wholly-owned subsidiary
of the Company.

Maria M. Pope, age 38, has been Vice President, Chief Financial Officer and Secretary since May
1999. From April 1998 to May 1999, Ms. Pope was the Company’s Treasurer and Secretary. Prior to
becoming Secretary and Treasurer, Ms. Pope was Planning and Budgeting Manager for the Company
upon joining the Company in 1995. Ms. Pope previously worked for Levi Strauss & Co. and Morgan
Stanley & Co., Inc. Ms. Pope is the daughter of Peter T. Pope, former Chairman of the Board of the
Company and a director of the Company.




PART II
ftem 5. Market for the Company’s Common Stock and Related Security Holder Matters

Pope & Talbot, Inc. common stock is traded on the New York and Pacific stock exchanges under the
symbol POP. The number of registered shareholders at year-end 2002 was 716.

Information regarding the high and low sales prices for the common stock reported on the New York
Stock Exchange and cash dividends paid per share during 2002 and 2001 is included in Item 8. Note 12,
“Quarterly Information (Unaudited)” of the Notes to Consolidated Financial Statements.

Item 6. Selected Financial Data

Years ended December 31,

2002 2001 2000 1999 1998

Financial Results (thousands except per share)
Revenues $ 546,333 $ 499,227 $ 580,052 $ 536,183 $ 468,452
Depreciation and amortization 35,331 30,840 31,912 32,773 29919
Interest expense, net 17,586 12,563 8,444 9,063 7,973
Income (loss) before income taxes, minority

interest, discontinued operations and

accounting change (32,091) (42,944) 55,684 23,256 (40,359)
Income tax provision (benefit) (11,141) (18,039) 23,118 11,422 (13,352)
Minority interest, net of tax - - - (2,587) (3,547)
Income (loss) from continuing operations (20,950) (24,905) 32,566 14,421 (23,460)
Income from discontinued operations '’ - - - - 23,059
Cumulative effect of accounting change - - - - 743
Net income (loss) (20,950) (24,905) 32,566 14,421 342
Cash provided by (used for) operations 18,066 24,258 60,525 41,181 (6,144)
EBITDA ¥ 20,826 459 96,040 65,092 (2,467)
Adjusted EBITDA 5,259 16,026 96,040 65,092 (2,467)
Per Common Share
Diluted earnings per share:
Income (loss) from continuing operations $ (134 $ (1.68) S 2.24 $ 1.05 $ (174
Income from discontinued operations"’ - - - - 1.71
Cumulative effect of accounting change - - - - .06
Net income (loss) $ (134 $ (168 $ 2.24 $ 1.05 $ .03
Cash dividends ) .60 $ .60 $ 52 $ .52 $ 76
Stockholders’ equity 9.20 11.02 14.12 12.81 11.72
Year-end stock price 14.26 14.25 16.81 16.00 8.38
Shares outstanding at year-end (000's) 15,638 15,617 13,857 14,531 13,481

(1) Income from discontinued operations represents the sale of the net assets of the Company’s tissue business in 1998,

(2) EBITDA is earnings before minority interest, discontinued operations, accounting change, net interest expense, income taxes,
depreciation and amortization.

(3) Adjusted EBITDA is EBITDA before the accrual of noncash lumber import duties of $15.6 million in 2001 and the reversal of
those noncash duties in 2002.




Item 6. Selected Financial Data (Continued)

Financial Pesition
Current assets
Properties, net
Other assets

Total assets

Current liabilities

Long-term liabilities

Long-term debt, net of current portion
Minority interest

Stockholders® equity

Total liabilities and stockholders’ equity

Financial Ratios

Return on equity

Long-term debt, net of current portion,
to total capitalization

Net debt to total capitalization

Pulp (metric tons)
Sales volume"”
Average price realization

Lumber (thousand board feet)
Sales volume
Average price realization

Number of Employees

(1) Includes sales volume since Mackenzie acquisition on June 15, 2001 and Harmac acquisition on February 2, 1998.

Years ended December 31,

20062 2001 2000 1999 1998
(thousands)

$ 167,718 $ 196,941 $ 182,498 $ 202,799 $ 185414

304,347 318,061 247,860 234,167 234,392

32,323 24,475 27,829 36,341 29,783

$ 504,388 $ 539,477 $ 458,187 $ 473,307 $ 449,589

$ 103,963 $ 102,841 $ 74,158 $ 98317 $ 73,587

50,651 44,494 44,667 41,851 40,182

205,922 220,029 143,756 147,038 138,004

- - - - 39,759

143,852 172,113 195,606 186,101 158,057

$ 504,388 $ 539,477 $ 458,187 $ 473,307 $ 449,589

(13)% (14)% 17% 8% -%

59% 56% 42% 44% 41%

61% 56% 41 % 41% 39%

771,200 644,100 543,300 560,200 493,100

$ 419 $ 452 $ 641 $ 476 $ 397

594,800 529,600 562,500 574,400 575,600

$ 322 $ 329 $ 342 $ 401 $ 325

2,229 2,223 1,985 2,067 2,117
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations

Results of Operations - 2002 Compared with 2001

Overview

The Company continued to improve its cost structure in 2002 but very low market prices for pulp and
lumber, combined with the burden of import duties on Canadian softwood lumber, led to a disappointing
year. The Company lost $21.0 million in 2002 on revenues of $546.3 million, compared with a net loss
of $24.9 million in 2001 on revenues of $499.2 million. The 2002 amounts include a full year of
operating results for the Mackenzie pulp mill acquired on June 15, 2001. Basic and diluted losses per
share were $1.34 for 2002 and $1.68 for 2001.

The operating results of 2002 and 2001 were significantly affected by the lumber trade dispute
between the U.S. and Canada. The Company accrued $15.6 million pre-tax (or $.65 per share after tax)
of non-cash lumber import duties in 2001 and reversed those duties in the first half of 2002. The
Company then incurred $14.1 million pre-tax (or $.59 per share after tax) of lumber import duties for the
period from May 22, 2002 through the end of 2002.

Results for 2002 were also adversely affected by weak markets for both pulp and lumber. The
average benchmark price of northern bleached softwood kraft (NBSK) pulp delivered into Northern
Europe decreased 13 percent in 2002 compared with 2001, after falling 22 percent in 2001 from average
2000 levels. The average mill net lumber price, as measured by the Random Lengths Composite Price
Index for western spruce/pine/fir 2x4 lumber, decreased 5 percent in 2002 compared with 2001. Earnings
before interest, taxes, depreciation and amortization (EBITDA) was $20.8 million for 2002 and $0.5
million for 2001. Eliminating the effect of the non-cash accrual for lumber duties of $15.6 million in
2001 and its subsequent reversal in 2002, adjusted EBITDA was $5.3 million in 2002 and $16.0 million
in 2001. The reduction of adjusted EBITDA in 2002 primarily relates to the incurrence of cash lumber
import duties and lower product prices.

During 2002, the Company continued its focus on reducing costs of production, logistics and
overhead. Costs of conversion and raw material costs for pulp and wood products were lower in 2002
compared with 2001. The Company also improved its debt structure in July 2002 with the sale of $60
million principal amount of 8 3/8% Senior Notes due 2013, with net proceeds to the Company, after
discount and expenses of the issue, of $50.1 million. The proceeds were used to pay down revolving lines
of credit and extended the maturity date of a significant portion of the Company’s total debt until 2013.
The Company’s revolving lines of credit were also renewed in mid-2002. At December 31, 2002, the
ratio of long-term debt to total capitalization was 59 percent, compared with 56 percent at December 31,
2001.
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Selected Segment Data

2002 2001 2000
Revenues (thousands)
Pulp $ 322,941 $ 291,105 § 348,156
Wood products 223,392 208,122 231,896
Total $§ 546,333 $ 499227 § 580,052
Operating income (loss)
Pulp $ (21,297 $  (18,350) b 64,283
Wood products 17,157 (985) 11,090
Corporate expenses {10,365) (11,046) (11,245)
Operating income (loss) (14,505) (30,381) 64,128
Interest expense, net (17,586) (12,563) (8,444)
Income (loss) before taxes $ (32.091) $ (42.944) 3 55,684
Pulp

Revenues from the Company’s Pulp business totaled $322.9 million in 2002 compared with $291.1
million in 2001. Pulp revenues for 2001 include less than a full year’s results of the Mackenzie pulp mill.
EBITDA from the Company’s pulp operations totaled $5.4 million in 2002 compared with $4.4 million in
2001. Pulp generated an operating loss before corporate expenses, interest and income taxes of $21.3
million in 2002 compared with a loss of $18.4 million in 2001. These declines were primarily due to
lower pulp prices in 2002.

The average benchmark list price of NBSK pulp delivered into Northern Europe was $460 per metric
ton in 2002 compared with $531 per metric ton in 2001. The Company’s average pulp price for its mix of
chip and sawdust pulp was $419 per metric ton in 2002 compared with $452 per metric ton in 2001, down
seven percent. Write-downs of pulp inventories totaled $2.5 million at December 31, 2002, compared
with $2.1 million at year-end 2001. Inventory write-downs reflect the difference between production
costs and anticipated sales prices of year-end inventories. The Company’s inventory levels at December
31, 2002 were approximately 30 days of shipments.

Total metric tons sold increased to 771,200 in 2002 from 644,100 in 2001. Sales from the
Mackenzie pulp mill in 2001 include only one-half year’s volume. Total pulp sales volume from the
Halsey pulp mill was lower in 2001 than 2002 due to two month’s of down time. Production at the
Halsey pulp mill was curtailed during July and August 2001 as the result of declining pulp prices and
weak demand for market pulp. In connection with the 2001 curtailment, the Company entered into an
agreement with its energy supplier under which the Company was paid to reduce electricity demand. The
payments, recorded as reductions in cost of sales, offset a significant portion of the costs incurred during
the shutdown period.

The Company currently has capacity to produce 585,000 metric tons of high-grade NBSK pulp and
245,000 metric tons of short-fiber (sawdust) pulp annually. Pulp production totaled 775,800 metric tons
in 2002 and 647,000 metric tons in 2001. The Mackenzie pulp mill production in 2001 was less than a
full year’s production and the Halsey curtailment in 2001 reduced production by 32,000 metric tons. In
October 2002, one of the recovery boilers at the Harmac pulp mill was shut down for repairs, causing the
mill to lose approximately 8,900 metric tons of production. Fourth quarter 2002 operating income from
the pulp segment was reduced by approximately $1.8 million as a result of the Harmac shutdown. All
repairs were successfully completed and the mill returned to full operation in October. The average cost
per metric ton of pulp sold decreased seven percent in 2002 compared with 2001. Costs of conversion
and raw materials for pulp production decreased an average of $43 per metric ton in 2002 compared to
2001, primarily the result of labor savings, lower usage of purchased goods such as chemicals, and a
decrease in other cash conversion costs.



Wood Products

Revenues from the Company’s Wood Products business totaled $223.4 million compared with $208.1
million in 2001. The increase of $15.3 million, or seven percent, was primarily the result of higher
volumes sold in 2002, partially offset by lower prices. EBITDA from Wood Products for 2002 was $24.4
million compared with $6.1 million in 2001. Eliminating the effect of the non-cash accrual for lumber
import duties of $15.6 million in 2001 and its subsequent reversal in 2002, EBITDA for 2002 would have
been $8.8 million compared with $21.7 million for 2001. Wood Products generated operating income of
$17.2 miltion in 2002, compared with an operating loss of $1.0 million in 2001, before corporate
expenses, interest and income taxes. Eliminating the effect of the non-cash accrual for lumber import
duties in 2002 and 2001, operating income for 2002 would have been $1.6 million, compared with
operating income for 2001 of $14.6 million. Operating income for 2002 was reduced by $14.1 million of
cash lumber import duties incurred for the period from May 22, 2002 through the end of 2002.

Mill net lumber prices in the U.S., as measured by the Random Lengths Composite Price Index for
western spruce/pine/fir 2x4 lumber, averaged $237 per thousand board feet for the year compared with
$250 per thousand board feet for the year 2001. The Company’s lumber sales price averaged $322 per
thousand board feet for 2002, compared with $329 per thousand board feet for 2001. Lumber sales
volume increased to 594.8 million board feet in 2002 from 529.6 million board feet in 2001.

Wood Products cost of sales totaled $202.0 million in 2002 compared with $204.0 million in 2001.
Eliminating the effect of the non-cash lumber import duties accrued in 2001 and subsequently reversed in
2002, cost of sales was $217.6 million for 2002 compared with $188.4 million in 2001. Cost of sales for
2002 was increased by $14.1 million of lumber import duties incurred subsequent to May 22, 2002.
Excluding the impact of lumber import duties, cost of sales in 2002 was higher than 2001 primarily due to
the higher sales volume in 2002. The average cost per thousand board feet of lumber sold, excluding the
impact of [umber import duties, decreased three percent in 2002 compared with 2001. Cost of conversion
and log costs decreased $19 per thousand board feet in 2002 primarily due to lower log costs and
harvesting cost reductions. in 2002, the Company operated near capacity with no significant down time.
In 2001, the Company took an average five weeks down time at its three Canadian sawmills as a result of
poor lumber markets and to avoid paying the tariff associated with the Canada-U.S. Softwood Lumber
Agreement. Production was also curtailed four weeks in the first quarter of 2001 at the Company’s
Spearfish operation in the U.S. as a result of poor lumber markets.

Corporate Expenses, Interest and Income Taxes

Selling, general and administrative (SG&A) costs were lower by $0.8 million in 2002 compared with
2001. The 2002 period included several adjustments in the fourth quarter. Based on new information and
updates on prior cost estimates, the total reserves for environmental remediation liabilities were reduced
by $2.6 million. The Company’s related receivable from insurance carriers was also reduced by $0.9
million, for a net reduction to SG&A costs of $1.7 million. The Company also took a $1.0 million charge
in the fourth quarter to settle a claim from the U.S. government related to the termination of a timber sale
contract in 1983. For the year 2002, expenses related to workers’ compensation claims associated with a
former facility were $0.8 million higher in 2002 compared with 2001. All other SG&A expenses
decreased a net $0.7 million.

Net interest expense in 2002 was $17.6 million compared with $12.6 million in 2001. The increase in
net interest expense was primarily due to the higher levels of borrowings resulting from the acquisition of
the Mackenzie pulp mill in mid-2001 and an increase in the average cost of borrowings.

The Company’s effective tax rate was 35 percent for 2002 and 42 percent in 2001. The lower
effective tax rate in 2002 was primarily due to the benefit recognized as a result of a reduction in the
British Columbia corporate income tax rate from 16.5 percent to 13.5 percent in 2001 and a lower amount
of state pollution control tax credits recognized.
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Liquidity and Capital Resources

The Company’s primary source of internally generated cash is operating income before depreciation
and amortization, and the principal external source of liquidity has been debt financing. The current ratio
at December 31, 2002 and 2001 was 1.6 to 1 and 1.9 to 1, respectively. Total long-term debt to total
capitalization was 59 percent at December 31, 2002 compared with 56 percent at December 31, 2001.
The increase in the debt ratio from 2001 to 2002 was due primarily to the reduction in stockholders’
equity from the Company’s net loss for the year and dividends paid.

Operating Activities

Net cash provided by operating activities decreased to $18.1 million in 2002 compared with $24.3
million in 2001 and $60.5 million in 2000. Income before interest, taxes, depreciation and amortization
(EBITDA) was $20.8 million, compared with $0.5 million in 2001 and $96.0 million in 2000. Excluding
the impact of non-cash lumber import duties accrued in 2001 and then reversed in 2002, but not the effect
of duties incurred since May 22, 2002, EBITDA would have been $5.3 million in 2002, compared with
$16.0 million in 2001. Cash flows from operations before working capital changes were negative $4.1
million in 2002, compared with $8.2 miilion in 2001 and $77.9 million in 2000. Changing levels of
profitability was the primary reason for the changes in the years presented, due primarily to fluctuations
in pulp and lumber commodity prices.

Changes in working capital for 2002 included an increase in accounts payable and accrued liabilities
of $7.7 million and decreases in accounts receivable of $5.3 million and inventories of $4.9 million.
Significant changes in working capital in 2001 included decreases in accounts receivable of $11.5 million
and inventories of $13.8 million. The decreases in accounts receivable primarily reflected the impact of
lower pulp prices. The decreases in inventory and accounts receivable also reflected the Company’s
focus on reducing working capital levels. Raw materials at the pulp mills and sawmills were down
significantly in 2001 from year-end 2000 levels.

Significant changes in working capital for 2000 included a $12.0 million decrease in accounts
receivable, offset by a $14.3 million increase in inventories. Inventory increases were primarily due to
softening markets for pulp and lumber and higher log inventories.

Investing Activities

Capital expenditures totaled $17.3 million in 2002, $18.9 million in 2001 and $50.6 million in 2000.
The Company anticipates that capital expenditures will approximate $15 million to $20 million in 2003,
all of which are expected to be financed through internally generated funds and existing cash balances.
These expenditures will be primarily to sustain existing operations and focused on projects expected to
result in cost reductions with relatively short pay-back pertods.

Included in capital expenditures in 2000 was $27.5 million for the completion of Halsey’s chlorine
dioxide project to make the mill compliant with the 2002 requirements of the EPA’s “Cluster Rules.”
Total expenditures for this project were approximately $37.7 million.

In the Wood Products business, capital expenditures focused primarily on production cost reduction
and recovery improvement projects. During 2000, the Company completed installation of a second
optimizing trimmer and an optimized grader assist system at Castlegar, our largest Canadian sawmill, at a
cost of $4.0 million.

On June 15,2001, the Company acquired the Mackenzie pulp mill from Norske Skog Canada for
approximately $80.4 million in cash and 1,750,000 shares of Company common stock. The cash
investment in Mackenzie, including direct acquisition costs, totaled $82.6 million.
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Financing Activities

Net cash used for financing activities in 2002 was $15.1 million compared with net cash provided by
financing activities of $82.2 million in 2001 and net cash used for financing activities of $33.7 million in
2000. The use of cash for financing activities in 2002 primarily reflected the payment of common
dividends and a net $6.0 million reduction of long-term debt. The net cash provided from financing
activities in 2001 was primarily due to debt issued in connection with the Mackenzie acquisition. The net
cash used in 2000 refiected the use of cash flows from operations to reduce debt and buy back common
shares in the open market. The long-term debt to total capitalization ratio was 59 percent at December 31,
2002 compared with 56 percent and 42 percent at December 31, 2001 and 2000, respectively. The
Company’s weighted average cost of debt was 8.1 percent at December 31, 2002 compared with 6.6
percent at December 31, 2001. The Company was in compliance with its debt covenants, including
maximum leverage ratios, net worth tests, EBITDA and similar ratios related to interest coverage. The
debt agreements related to the Company’s 8 3/8% debentures and senior notes do not contain any
financial covenants.

As of January 1, 2003, the Company had available approximately $59.4 million of borrowing
capacity under its revolving lines of credit and $4.3 million of cash, cash equivalents and short-term
investments. The Company’s ability to borrow under its revolving lines of credit at a particular point in
time is subject to the availability of adequate collateral and compliance with existing financial covenants.
Under the existing financial covenants, the Company was required to maintain borrowing capacity under
its revolving lines of credit or excess cash totaling $25 million and, accordingly, the Company’s net
borrowing capacity under its revolving lines of credit was $38.7 million at January 1, 2003.

On July 30, 2002, the Company completed the sale of $60 million principal amount of 8 3/8% senior
notes due 2013, with net proceeds, after discount and expenses of the issue, to the Company of $50.1
million. The 8 3/8% senior notes were priced to yield 10.5 percent, with terms and conditions of the
notes substantially identical to the Company’s existing 8 3/8% debentures due 2013. The notes were
offered in a Rule 144 A offering to qualified institutional buyers in the United States and to non-U.S.
persons outside the United States. The subsequent exchange for registered, publicly tradable notes with
substantially identical terms was completed in October 2002. The net proceeds were used to pay down
revolving bank lines of credit. In January 2002, the Company elected to repay the remaining $11.9
million balance of its State of Oregon Small Scale Energy Loan and discontinued a $12.4 miilion letter of
credit associated with the note payable.

Effective June 14, 2002, the Company renewed its 364-day Canadian revolving bank line of credit of
$110 million Canadian (approximately $70 million U.S.) with three Canadian banks. In July 2002, the
Company also renewed its $25 million revolving credit agreement with a U.S. bank. The U.S. facility is
secured by accounts receivable, permits borrowings until June 2003 and is convertible into a one-year
term loan upon expiration of the revolving credit provisions. The U.S. revolving credit line was
subsequently reduced to $15 million effective January 1, 2003. The Canadian facility is a revolving credit
line secured by certain inventory and accounts receivable, permits revolving borrowings through June
2003 and is convertible into a two-year term loan upon expiration of the revolving credit provisions. At
December 31, 2002, there were no borrowings under the revolving credit facilities.

In June 2001, the Company renewed its $25 million revolving credit agreement with a U.S. bank and
expanded its revolving line of credit with three Canadian banks to $110 million Canadian (approximately
§70 million U.S.) and obtained a $35 million Canadian (approximately $22 million U.S.) two-year term
loan, due July 2003 to fund a portion of the Mackenzie acquisition costs. Upon maturity of the two-year
term loan, the Company expects to either renew the loan for an additional two-year period or repay the
loan with borrowings under its existing revolving lines of credit.

In December 2001, the Company entered into a $36 million sale/leaseback of the Halsey pulp mill’s
chlorine dioxide facility (the ClO, lease financing). The lessor is the same financial institution with
which the Company sold and leased back the Halsey pulp mill in 1999. In the CIO; transaction, the lessee
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is a limited partnership of which the Company is the general partner and another financial institution is
the limited partner. The limited partner invested $10.6 million in the lessee partnership, which was
utilized to fund an advance rent payment to the lessor of the ClO, facility. The Company has recorded the
$36 million ClO; transaction as a $25.4 million lease financing obligation and a $10.6 million long-term
obligation. The ClO; lease financing obligation has a term, rent payment schedule and early purchase
option that are coterminus with the Halsey mill sale/leaseback. The Company is retiring the long-term
obligation through the allocation by the lessee partnership of the Company’s state pollution control tax
credits and other partnership tax attributes to the limited partner over the 12 tax years ending in 2012.
The Company is obligated to otherwise repay the long-term obligation if the state pollution control tax
credits and other tax attributes are not available to the limited partner as contemplated in the agreement.
At December 31, 2002, the Company maintained a $9.8 million letter of credit to support this obligation.

In January 2003, the Board decreased the quarterly dividend from 15 cents per share to 8 cents per
share due to continued losses through 2002 resulting from the extended economic downturn and the
burden of lumber import duties. In July 2000, the Board had increased the quarterly dividend from 11
cents per share to 15 cents per share due to a stronger balance sheet position and high cash flows from
operations.

In 2000, the Company paid down debt and expended $13.0 million for common share repurchases. In
July 2000, the Company’s Board of Directors (Board) authorized the repurchase of an additional one
million shares, for a total of three million shares, of its common stock through open market and privately
negotiated transactions. The Company repurchased 824,900 shares in 2000.

Results of Operations — 2001 Compared with 2000

Overview

Lower commodity prices in pulp and lumber and duties assessed on Canadian softwood lumber
imported into the U.S. led to a loss of $24.9 million, or $1.68 per share in 2001. This compared with
earnings of $32.6 million, or $2.24 per diluted share, in 2000. The Company accrued $15.6 million pre-
tax (or $.65 per share) of non-cash lumber import duties which represented 38 percent of the Company’s
after-tax loss in 2001. Total revenues in 2001 were $499.2 million, compared with $580.1 million in
2000.

During 2001, the Company improved its position in the pulp business. The acquisition of the
Mackenzie pulp mill in 2001 increased the Company’s market pulp capacity by 38 percent to 830,000
metric tons. The Company also strengthened its liquidity position by increasing its lines of credit and
completing the second phase of its sale/leaseback of the Halsey pulp mill facility. The Company ended
2001 with a ratio of long-term debt to total capitalization of 56 percent, compared with 42 percent at
December 31, 2000, primarily due to the higher level of debt used to finance the Mackenzie pulp mill
purchase.

Pulp

Revenues from the Company’s pulp business totaled $291.1 million in 2001 compared with $348.2
million in 2000. EBITDA from the Company’s pulp operations totaled $4.4 million in 2001 compared
with $88.5 million in 2000. Pulp generated an operating loss before corporate expenses, interest and
income taxes of $18.4 million compared with an operating profit of $64.3 million in 2000. These
decreases were primarily due to lower pulp prices. Revenues for Mackenzie pulp sales totaled $43.8
million in 2001. The average benchmark list price of NBSK pulp delivered into Northern Europe was
$531 per metric ton in 2001 compared with $680 per metric ton in 2000. The Company’s average pulp
price for its mix of chip and sawdust pulp was $452 per metric ton in 2001 compared with $641 per
metric ton in 2000, down 29 percent. In the fourth quarter of 2001, the Company’s average sales price of
pulp was $412 per metric ton compared with $653 per metric ton in the fourth quarter of 2000.
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Inventories of NORSCAN producers increased in the fourth quarter of 2001 to approximately 29 days of
supply, or 1.7 million metric tons. Write-downs of pulp inventories totaled $2.1 million at December 31,
2001. Inventory write-downs reflect the difference between production costs and anticipated sales prices
on year-end inventories. The Company’s inventory levels at December 31, 2001 were under 30 days of

shipments.

Total metric tons sold increased to 644,100 in 2001 from 543,300 in 2000. Sales from the
Mackenzie pulp mill totaled 109,700 metric tons in 2001. Total pulp sales from the Halsey pulp mill was
lower in 2001 than 2000 primarily due to two month’s of down time at the Halsey pulp mill, which
reduced production approximately 32,000 metric tons. Production at the Halsey pulp mill was curtailed
during July and August 2001 as the result of declining pulp prices and weak demand for market pulp. In
connection with the curtailment, the Company entered into an agreement with its energy supplier, under
which the Company was paid to reduce electricity demand. The payments, recorded as reductions in cost
of sales, offset a significant portion of the costs incurred during the shutdown period.

Pulp production totaled 647,000 metric tons in 2001 and 563,600 metric tons in 2000. The
Mackenzie pulp mill production totaled 117,000 metric tons in 2001. Costs of production in 2001 were
negatively affected by higher energy costs, which were partially offset by lower raw material costs.

Wood Products

Revenues from the Company’s Wood Products business totaled $208.1 million compared with $231.9
million in 2000. EBITDA from Wood Products before the non-cash accrual for lumber import duties was
$21.7 million for 2001, compared with $18.1 million in 2000. After subtracting the $15.6 million non-
cash accrual, EBITDA was $6.1 million in 2001. The increase in EBITDA in 2001 over 2000 for Wood
Products, before the non-cash accrual for lumber import duties, was primarily due to lower legal fees
related to the Company’s NAFTA claim against the Canadian government and the strong lumber markets
in the first half of 2001. Wood Products generated an operating loss of $1.0 million in 2001 (after
deducting non-cash lumber import duties), compared with an operating profit of $11.1 million in 2000,
before corporate expenses, interest and income taxes.

Mill net lumber prices in the U.S., as measured by the Random Lengths Composite Price Index for
western spruce/pine/fir 2x4 lumber, averaged under $221 per thousand board feet for the fourth quarter of
2001 and $250 for the year, compared with $257 for the year 2006. The Company’s lumber sales price
averaged $315 and $329 per thousand board feet for the fourth quarter and full year 2001, respectively,
compared with $307 and $341 per thousand board feet for the fourth quarter and full year 2000. Lumber
sales volume decreased to 529.6 million board feet in 2001 from 562.5 million board feet in 2000.

Wood Products cost of sales totaled $204.0 million in 2001 compared with $214.0 million in 2000.
The lower cost of sales in 2001 was primarily due to lower sales volumes due to down time taken in the
first quarter of 2001, partially offset by the impact of non-cash lumber import duties accrued totaling
$15.6 million. In 2001, the Company took an average five weeks down time at its three Canadian
sawmills and four weeks in the first quarter of 20601 at the Company’s Spearfish operation in the U.S. as a
result of poor lumber markets and, in the case of the Canadian sawmills, to avoid paying the tariff
associated with the Canadian-U.S. Softwood Lumber Agreement. The average cost of production per unit
in 2001 was approximately equal to per unit costs in 2000, despite 20 fewer production days and higher
energy costs. '
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Corporate Expenses, Interest and Income Taxes

Selling, general and administrative costs were lower by $2.3 million in 2001 compared with 2000,
due primarily to lower legal fees and lower costs related to employee incentive plans linked to the
Company’s financial performance. These expense decreases were partially offset by the inclusion of
selling, general and administrative costs of the Mackenzie pulp mill from its June 2001 acquisition date
and an increase in the bad debt reserve for certain pulp customers. Net interest expense in 2001 was
$12.6 million compared with $8.4 million in 2000, due primarily to the higher level of debt in 2001 used
to finance the Mackenzie pulp mill purchase.

The Company’s effective tax rate was 42 percent for 2001 and 2000. Included in the 2001 provision
was the recognition of state pollution control tax credits that became realizable as the result of the
sale/leaseback of the Halsey mill chlorine dioxide facility in December 2001 and the benefit of the
reduction in the British Columbia corporate income tax rate.

Critical Accounting Policies

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting periods.

The Company’s management routinely makes judgments and estimates about the effect of matters
that are inherently uncertain. As the number of variables and assumptions affecting the probable future
resolution of the uncertainties increase, these judgments become even more subjective and complex. The
Company has identified certain accounting policies, described below, that are the most important to the
portrayal of the Company’s current financial condition and results of operations. The Company’s
significant accounting policies are disclosed in Item 8. Note 1, “Accounting Policies” of Notes to
Consolidated Financial Statements.

Lumber Import Duties

As discussed previously in Item 1. “Business - Wood Products Business, Canada-U.S. Trade Issues,”
the ITC’s final ruling on lumber import duties is subject to further reviews by panels of the WTO and
NAFTA and, accordingly, it is possible that the impact of lumber import duties on the Company’s results
of operations may change as a result of such reviews or as a result of a negotiated settlement between the
Canadian and U.S. governments. Any adjustments to the amount of duties imposed on the Company
resulting from a change in duty rates will be made prospectively.

Reforestation

Approximately 80 percent of the Company’s current lumber capacity is located in the Canadian
province of British Columbia. The Company primarily obtains its timber from the Provincial
Government of British Columbia under timber harvesting licenses. Under these licenses, the Company is
responsible for all reforestation costs (such as site preparation, planting, fertilizing, thinning and herbicide
application) until the harvested land requires no further reforestation activity prior to the next harvest.
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The Company estimates reforestation costs based on its substantial experience in reforestation in
British Columbia under the Province’s Forest Practice Code. A significant portion of the reforestation
costs occur during the first five years after harvest. The remaining costs are incurred until the harvested
land is “free to grow,” generally seven to twelve years after initial planting. Beginning in 2003, the
Company will be required to record the liability for reforestation costs at fair value. Whereas it is possible
to reasonably estimate the costs of labor and materials required for reforestation activities, it is not
possible to predict the impact of natural disasters, such as windstorms, droughts and forest fires, or the
possibility of changes in the Province’s regulations. Any such event or change could result in an
adjustment to the accrual that could, in any given future period, have a significant effect on the
Company’s results of operations.

Impairment of Long-lived Assets

The Company periodically evaluates long-lived assets whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. In performing the review of
recoverability, the Company estimates future cash flows expected to result from the use of the asset and
its eventual disposition. The estimates of future cash flows, based on reasonable and supportable
assumptions and projections, require management’s subjective judgments. The time periods for
estimating future cash flows is often lengthy, which increases the sensitivity to assumptions made.
Depending on the assumptions and estimates used, the estimated future cash flows projected in the
evaluation of fong-lived assets can vary within a wide range of outcomes.

Pension and Other Postretirement Benefits

The Company sponsors several qualified and nonqualified pension plans and postretirement plans for
its employees and retains independent actuarial firms to perform actuarial valuations of the fair values of
its plans’ assets and benefit obligations. The Company provides the actuarial firms with certain
assumptions that have a significant effect on the fair value of the assets and obligations such as the:

e Discount rate — used to arrive at the net present value of the benefit plans’ obligations;

e Long-term return on assets — used to estimate the growth in invested assets available to satisfy certain
obligations;

o Salary increases — used to calculate the impact future pay increases will have on pension and other
postretirement obligations; and

o Medical cost inflation — used to calculate the impact future medical costs will have on postretirement
obligations.

These assumptions directly impact the actuarial valuation of the assets and obligations disclosed in
the Company’s financial statements. The Company bases its assumptions on either historical or market
data it considers reasonable in the circumstances. Changes in these factors could have a material impact
on the estimated cost of the Company’s employee benefit plans and future cash funding requirements.

Deferred Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amount of existing assets and liabilities and their
respective tax bases and operating loss and tax credit carryforwards. The Company periodically evaluates
its tax assets and liabilities and adjusts these balances as appropriate. [t believes that its tax provision is
adequate based upon current facts and circumstances and current tax law.

The Company believes that it will have sufficient future U.S. taxable income to make it more likely
than not that the net operating loss deferred tax asset will be realized. In making this assessment, the
Company has considered the cyclical nature of its businesses, the relatively long expiration period of net
operating losses and the ability to utilize certain tax planning strategies to generate taxable income if a net
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operating {oss were to otherwise expire. The realization of the deferred tax asset is not assured and could
be reduced in the future if estimates of future taxable income during the carryforward period are reduced.

Environmental Matters

The Company is required to make estimates of the costs of remediation for certain contaminated
former and currently operated mill sites and landfills. The ultimate costs to the Company for the
investigation, remediation and monitoring of these sites cannot be predicted with certainty. The Company
has recognized liabilities for environmental remediation costs for these sites in amounts that it believes
are probable and reasonably estimable. When one estimate within the range of estimated costs is better
than another, the Company accrues that amount, otherwise the minimum amount in the range is accrued.
In making these judgments and assumptions, the Company considers, among other things, the activity to-
date at particular sites and information obtained through consultation with applicable regulatory
authorities and third party consultants and contractors. The Company regularly monitors its exposure to
environmental loss contingencies and, as additional information becomes known, may change its
estimates significantly.

The Company has tendered the defense of certain environmental claims to a number of insurance
carriers that issued comprehensive general liability policies to the Company. The Company has
concluded settlements with several insurance carriers and is engaged in settlement discussions with other
insurance carriers. The Company believes recovery under these policies is highly probable and has
recorded receivables in amounts it has deemed highly probable of realization. It is possible the
Company’s recorded estimate of insurance recoveries may change.

Cautionary Language Regarding Forward-Looking Statements

Statements in this report that are not reported financial results or other historical information are
“forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995.
Such statements are based on present information the Company has related to its existing business
circumstances and involve a number of business risks and uncertainties, any of which could cause actual
results to differ materially from such forward-looking statements. Further, investors are cautioned that
the Company does not assume any obligation to update forward-looking statements based on
unanticipated events or changed expectations. In addition to specific factors that may be described in
connection with any particular forward-looking statement, factors that could cause actual results to differ
materially include (but are not limited to):

Cyclical Operating Results and Product Pricing

The Company’s financial performance depends primarily on the prices it receives for its products.
Prices for both pulp and lumber products are highly cyclical and have fluctuated significantly in the past
and may fluctuate significantly in the future. Increases or decreases in production capacity, increases or
decreases in operating rates and changes in customer consumption patterns will cause changes in product
prices. The economic climate of each region where the Company’s products are sold has a significant
impact on the demand, and therefore the prices, for pulp and lumber. Changes in regional economies can
cause fluctuation in prices and sales volumes and, as a result, directly affect the Company’s profitability
and cash flows. The continued uncertainties in the economic conditions of the United States and other
international markets could adversely affect the Company’s results of operations and cash flows. Any
future downward fluctuation in prices could have a material adverse effect on the Company’s business,
financial condition and results of operations. The amount of downtime that the Company’s mills take
fluctuates based on changes in current pricing and demand for its products.

Competitive Markets

The Company’s products are sold primarily in the United States, Europe, Canada and Asia. The
markets for the Company’s products are highly competitive on a global basis, with a number of major
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companies competing in each market with no company holding a dominant position. For both lumber and
pulp, a large number of companies produce products that are reasonably standardized; therefore, the
traditional basis for competition has been price. Other competitive factors are quality of product,
reliability of supply and customer service. Because of greater resources, many of the Company’s
competitors may be able to adapt more quickly to industrial changes or devote greater resources to the
sale of the products. The Company cannot assure that it will be able to compete successfully against such
competitors.

Fees on Lumber Imports into the United States

In May 2002, the ITC imposed a tariff on certain types of softwood lumber imported into the United
States from Canada after determining that imports of certain types of softwood lumber from Canada
threatened U.S. softwood lumber mill operators. Based on findings of the DOC regarding subsidies and
dumping margins, the ITC’s decision subjects the Company’s imports of certain types of softwood
lumber from Canada on or after May 22, 2002 to a total tariff of 27.22 percent which has a material
adverse effect on the wood products business result of operations. Panels under NAFTA and the World
Trade Organization (WTO) are reviewing the ITC’s determination. However, the outcome or effect of
such reviews, or if a settlement between the Canadian and U.S. governments may be reached, cannot be
predicted.

Availability and Pricing of Raw Materials

Logs, wood chips and sawdust, the principal raw materials used in the manufacture of the Company’s
products, are purchased in highly competitive, price-sensitive markets. These raw materials have
historically exhibited price and demand cyclicality. Supply and price of these raw materials are
dependent upon a variety of factors, many of which are beyond the Company’s control. Changes in the
pricing of logs under British Columbia’s current stumpage system as the result of negotiations to resolve
the U.S.— Canada lumber import duty issue could affect the cost of logs for our Canadian sawmills. Gther
factors include changing environmental and conservation regulations and natural disasters, such as forest
fires, wind storms or other extreme weather conditions. A decrease in the supply of logs, wood chips and
sawdust can cause higher raw material costs and, as a result, material fluctuations in the Company’s
results of operations.

The Company’s Harmac pulp mill has a long-term fiber supply agreement with Weyerhaeuser that
provides for 1.7 million cubic meters of fiber per year through 2019. The Company’s Mackenzie pulp
mill purchases approximately 65 percent of its fiber requirements from sawmills also located in
Mackenzie, British Columbia and operated by Slocan. Fiber is purchased at market or at prices
determined under a formula intended to reflect market value of the fiber. The failure by Weyerhaeuser or
Slocan to produce the required fiber pursuant to these contracts could have a material adverse effect on
the Company as a whole. The Company has entered into arrangements with other independent fiber
suppliers to provide fiber incremental to that provided by Weyerhaeuser and Slocan. There can be no
assurance that the Company will be able to obtain an adequate supply of softwood fiber for its pulp
operations.

British Columbia’s First Nations People’s Claims to British Columbia Land

The Company’s Canadian forest operations are primarily carried out on public forestlands under
forest licenses. Many of these lands are subject to the constitutionally protected treaty or common law
rights of the First Nations people of Canada. First Nations groups in British Columbia have made claims
of ownership or interests in substantial portions of land in the Province and are seeking compensation
from the government with respect to these claims. The Supreme Court of Canada has held that the First
Nations groups have a spectrum of aboriginal rights in lands that have been traditionally used or occupied
by their ancestors. The Court’s decision did not apply to any particular lands and was stated in general
terms. The Court held that aboriginal rights and title are not absolute and may be infringed upon by
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government in furtherance of a legislative objective, including forestry, subject to meeting a justification
test and being consistent with the fiduciary relationship between government and First Nations groups.

To address the claims of the First Nations groups, the governments of Canada and British Columbia
instituted a negotiation process under the administration of a treaty commission. In July 2002, the voting
public approved a referendum of principles for treaty making. This gave Provincial negotiators the
authority to negotiate and make commitments on topics that are consistent with the referendum principles
and for which current policies exist. Any settlements that may result from the negotiation process may
involve a combination of cash and resources and grants of conditional rights to gather food on public
lands and some rights of self-government. The effect of any treaties on timber tenure rights, including
timber tenures of the Company, cannot be estimated at this time. A reduction in the timber supply could
have a material adverse effect on the Company’s financial condition and results of operations.

Environmental Regulation

The Company’s pulp and lumber operations are subject to a variety of national and local laws and
regulations, many of which deal with the environment. These laws and regulations impose stringent
standards on the Company’s operations regarding, among other things, air emissions, water discharges,
use and handling of hazardous materials, use, handling and disposal of waste and remediation of
environmental contamination. Changes in these laws or regulations have in the past, and could in the
future, require the Company to make substantial expenditures in order to comply, which could have a
material adverse effect on the Company’s business.

The British Columbia government has recently amended its regulations that had required all pulp
mills in British Columbia to eliminate the discharge of chlorinated organic compounds by December 31,
2002. The Company’s mills in British Columbia already operate well within the new limits. However,
there remains the possibility that parties opposed to the regulations will challenge them in court, which, if
successful, could result in reinstatement of the requirement to eliminate the discharge of all chlorinated
organic compounds. Such a result, which the Company considers to be highly unlikely, would cause
substantially all of the chemical pulp mills in British Columbia, including the Company’s, to shut down,
and would have a material adverse effect on the Company’s financial condition and results of operations.

Environmental Liabilities

The Company is currently participating in the investigation and remediation of environmental
contamination at three sites on which it previously conducted business. The Company has also recently
submitted a remediation plan to British Columbia environmental authorities for environmental
contamination at the Mackenzie mili. In addition, the Company was recently notified by the EPA that it
was considered a potentially responsible party related to a contaminated waste site in Whittier, California.
The Company has previously provided documentation to the EPA that it is not a responsible party with
respect to this site. The Company may also be required to investigate and remediate environmental
conditions at other sites if contamination, presently unknown to the Company, is discovered. The
uitimate cost to the Company for site remediation and monitoring of these sites cannot be predicted with
certainty due to the difficulties in estimating the ultimate cost of remediation and determining the extent
to which contributions will be available from the other parties, including insurance carriers. Expenditures
that may be required in connection with these sites could have a material adverse effect on the Company’s
business.

Exchange Rate Fluctuations

Although the Company’s sales are made primarily in U.S. dollars, a substantial portion of its
operating costs and expenses are incurred in Canadian dollars. Significant variations in relative currency
values, particularly a significant increase in the value of the Canadian dollar relative to the U.S. dollar,
could adversely affect the Company’s results of operations and cash flows. A substantial portion of the
Company’s pulp customer base is in Europe, Asia and other non-U.S. markets. As such, the value of the
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U.S. dollar as compared to foreign currencies directly affects the Company’s customers’ ability to pay
and the Company’s relative competitive cost position with other regions’ pulps. Any significant
exchange rate fluctuation could have a material adverse effect on the Company’s business, financial
condition and results of operation.

Net Operating Loss Tax Asset

Management believes that the Company will have sufficient future U.S. taxable income to use its net
operating loss deferred tax asset. In making this assessment, management has considered the cyclical
nature of its businesses, the relatively long expiration period of net operating losses and the ability to
utifize certain tax planning strategies if a net operating loss were to otherwise expire. The realization of
the deferred tax asset is not assured and could be reduced in the future if estimates of future taxable
income during the carryforward period are reduced.

Financial Leverage

The Company’s long-term debt as a percentage of total capitalization at December 31, 2002 was 59
percent. While the Company’s leverage level is not unusual for the forest products and pulp industries,
this leverage, or higher leverage if the Company were to incur additional indebtedness, could have
important consequences. For example, it couid make it difficult to obtain any necessary future financing
for working capital, capital expenditures, debt service requirements or other purposes. Higher levels of
leverage may require a substantial portion of the cash flow from operations to satisfy debt payments,
thereby reducing the Company’s ability to use cash flow to fund working capital, capital expenditures,
development projects, acquisitions and other general corporate purposes. Higher leverage also limits
flexibility in planning for, or reacting to, changes in business and increases vulnerability to a downturn in
the business and general adverse economic and industry conditions.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Financial Market Risk

The Company’s exposure to market risk for interest rates relates primarily to short- and long-term
debt. The Company’s investment in marketable securities at December 31, 2002 and 2001 was not
significant. The Company’s debt is primarily fixed rate with only 9 percent of total debt at variable rates
and, therefore, net income is not materially affected when market interest rates change.

The Company has exposure to foreign currency rate risk due to its significant operations in Canada.
For the Company, a weakening of the Canadian dollar relative to the U.S. dollar has a positive effect on
the cost of operating in Canada but has a negative foreign currency translation effect. The Company’s net
investment in foreign subsidiaries with a functional currency other than the U.S. dollar is not hedged. The
net assets in Canadian subsidiaries translated into U.S. dollars using the period-end exchange rates were
approximately $195.5 million. The potential loss in fair value resulting from a hypothetical 10 percent
adverse change in the Canadian to U.S. exchange rate would be approximately $19.6 million at December
31,2002. Any loss in fair value would be reflected as a cumulative translation adjustment and would not
reduce reported net income of the Company.

The Company is exposed to foreign currency transaction gains and losses primarily in the translation
of U.S. dollar denominated cash and accounts receivable of its Canadian subsidiaries and Canadian dolar
denominated intercompany loans made by the parent company. The Company periodically uses foreign
exchange contracts to manage its exposure to these foreign currency transaction gains and losses. The
Company had no foreign exchange contracts outstanding at December 31, 2002 or 2001. Foreign
currency transaction gains and losses were not material to the results of operations for the Company’s
2002, 2001 or 2000 periods. The Company historically has not entered into material currency rate hedges
with respect to its exposure from operations. For example, a change in the Canadian to U.S. dollar
exchange rate from 1.56 to 1.55 would increase pre-tax cost of sales by an estimated $2.1 million U.S.
The average Canadian to U.S. dollar exchange rate used to translate the results of operations of the
Company’s Canadian subsidiaries was 1.57, 1.55 and 1.48 for 2002, 2001 and 2000, respectively.

The Company utilizes well-defined financial contracts in the normal course of its operations as means
to manage commodity price risks, primarily energy purchases. For those limited number of contracts that
are considered derivative instruments, the Company formally designates each as a hedge of specific well-
defined risks. At December 31, 2002, the Company had no derivative contracts outstanding, although the
Company continued to make forward purchases of natural gas and electricity at fixed prices. At December
31,2001, the Company had outstanding derivative contracts to manage natural gas price risks with a
notional amount of $5.7 million. The fair value of these contracts at December 31, 2001 represented an
unrealized pre-tax loss of $2.5 million and was recorded in other comprehensive income in 2001. All of
these contracts expired in 2002.
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Item 8. Financial Statements and Supplementary Data

Pope & Talbot, Inc.
Consolidated Balance Sheets

December 31
2002 2001
Assets (thousands except per share)
Current assets:
Cash and cash equivalents $ 4,240 $ 18,463
Short-term investments 101 110
Accounts receivable (less allowance of $3,043 in 2002 and 2001) 59,540 64,812
Inventories 93,319 98,256
Prepaid expenses 6,465 4,573
Deferred income taxes 4,053 10,727
Total current assets 167,718 196,941
Properties:
Plant and equipment 597,864 578,809
Accumulated depreciation (300,927) (268,283)
296,937 310,526
Land and timber cutting rights 7,410 7,535
Total properties 304,347 318,061
Other assets:
Deferred income tax assets, net 13,081 4,828
Prepaid pension costs 9,351 9,239
Other 9,891 10,408
Total other assets 32,323 24,475

$ 504,388 § 539477

Liabilities and Stockholders’ Equity
Current liabilities:

Current portion of long-term debt $ 26,824 $ 17,786
Accounts payable 41,912 33,021
Accrued payroll and related taxes 17,173 14,021
Accrued lumber import duties 1,324 15.567
Other accrued habilities 16,730 22,446

Total current liabilities 103,963 102,841

Long-term liabilities:

Long-term debt, net of current portion 205,922 220,029
Other long-term liabilities 50,651 44,494

Total long-term liabilities 256,573 264,523

Stockholders’ equity:
Preferred stock, $10 par value: 1,500,000 shares authorized; none issued - -
Common stock, $1 par value: 20,000,000 shares authorized; 17,207,106

and 17,207,095 shares issued 17,207 17,207
Additional paid-in capital 68,014 68,353
Retained earnings 108,901 139,228
Accumulated other comprehensive income (loss) (25,718) (27,533)
Common stock held in treasury, at cost, 1,569,324 and 1,590,406 (24,552) (25,142)

Total stockholders’ equity 143,852 172,113

$ 504,388 $ 539477

The accompanying notes to consolidated financial statements are an integral part of these statements.
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Revenues
Costs and expenses:
Cost of sales
Selling, general and administrative
Operating income (loss)
Interest expense, net

Income (loss) before income taxes
Income tax provision (benefit)

Net income (loss)

Basic net income (loss) per share

Diluted net income (loss) per share

Pope & Talbot, Inc,
Consolidated Statements of Operations

Years Ended December 31
2002 2001 2000
(thousands except per share)

$ 546,333 $ 499,227 $ 580,052
535,248 503,263 487,247
25,590 26,345 28,677
(14,505) (30,381) 64,128
17,586 12,563 8.444
(32.091) (42,944 55,684
(11,141 (18,039 23,118
$ (20,950) $ (24,905) $ 32,566
$ (1.34) $ (1.68) $ 2.28
$ (1.34) $ (1.68) 3 2.24

The accompanying notes to consolidated financial statements arc an integral part of these statements.
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Pope & Talbot, Inc.
Consolidated Statements of Cash Flows
Years ended December 31
2002 2001 2600
Cash flow from operating activities: (thousands)
Net income (loss) $ (20,950) $ (24.905) $ 32,566
Noncash charges (credits) to income:
Depreciation and amortization 35,331 30,840 31,912
Deferred tax provision (2,950) (13,322) 13,471
Noncash lumber import duties (15,567) 15,567 -
Decrease (increase) in working capital:
Accounts receivable 5,272 11,454 12,014
Inventories 4,937 13,832 (14,271)
Prepaid expenses and other assets (55) 4,831 (4,848)
Accounts payable and accrued liabilities 7,651 (6,506) (14,624)
Current and deferred income taxes 1,137 (1,775 1,216
Other liabilities 3,260 (5,758) 3,089
Net cash provided by operating activities 18,066 24,258 60,525
Cash flow from investing activities:
Purchases of short-term investments - (2,745) (27,369)
Proceeds from maturities of short-term investments 9 13,239 27414
Capital expenditures (17,333) (18,852) (50,591)
Acquisition of subsidiary, net of cash acquired - (82,592) -
Proceeds from sale of properties and equipment 129 1,591 2,377
Net cash used for investing activities (17,195) (89,359) (48,169)
Cash flow from financing activities:
Short-term borrowings, net - - (11,059)
Proceeds from long-term debt 58,068 95,300 -
Repayments of fong-term debt (64,036) (4,488) (4.059)
Shares repurchased - - (12,999)
Exercise of stock options 251 205 1915
Cash dividends (9,377) (8,844) (7.482)
Net cash provided by (used for) financing activities (15,094) 82,173 (33,684)
Increase (decrease) in cash and cash equivalents (14,223) 17,072 (21,328)
Cash and cash equivalents at beginning of year 18,463 1,391 22,719
Cash and cash equivalents at end of year $ 4,240 $ 18,463 $§ 1,391

The accompanying notes to consolidated financial statements are an integral part of these statements.
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Pope & Talbot, Inc.
Notes to Consolidated Financial Statements

1. Accounting Policies

Business Description

Pope & Talbot, Inc. (the “Company”) is incorporated in the state of Delaware. The Company
classifies its business into two operating segments: pulp and wood products. Pulp manufactures a broad
range of pulp utilizing both wood chips and sawdust as fiber sources. Pulp is sold primarily to end users
in the U.S., Europe, Canada and Asia. Wood products manufactures standardized and specialty lumber
and sells residual wood chips. Lumber products are sold mainly in the U.S. and Canada to wholesalers,
and wood chips are sold to manufacturers of pulp.

Principles of Consolidation
The accompanying consolidated financial statements include the accounts of the Company and all its
subsidiaries, after eliminating significant intercompany balances and transactions.

Foreign Currency Translation

The assets and liabilities of the Company’s foreign subsidiaries are translated into U.S. dollars using
year-end exchange rates. Revenues and expenses are translated into U.S. dollars at average exchange
rates for each period. Resulting translation adjustments are recorded as a component of accumulated
other comprehensive income or loss within stockholders’ equity.

Inventories

Inventories are stated at the lower of cost or market. For lumber inventories at the sawmill in the
United States and wood chip, sawdust and wood fiber in pulp inventories at the Company’s three pulp
mills, cost has been determined using the last-in, first-out (LIFO) method. For remaining inventories, cost
has been determined using the average cost method which approximates the first-in, first-out (FIFO)
basis.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Expenditures for new facilities and those
expenditures that substantially increase the useful lives of existing property, plant and equipment are
capitalized as well as interest costs associated with major capital projects until ready for their intended
use. Interest capitalized is determined by applying the Company’s effective interest rate to the
accumulated capital costs during the construction period of a project and is amortized over the
depreciable life of related assets. Capitalized interest was $0.1 million in 2002, $0.1 million in 2001 and
$1.2 million in 2000. Upon sale or retirement of capitalized assets, the related cost and accumulated
depreciation are removed from the accounts, with the resultant gain or loss included in the Consolidated
Statements of Operations. Costs of maintenance and repairs are charged to expense as incurred.

Depreciation of assets other than pulp production assets is computed using the straight-line method
over the useful lives of respective assets. Depreciation of the Company’s pulp production assets is
computed using the units-of-production method. The estimated useful lives of the principal items of
property, plant and equipment range from 3 to 40 years.
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Impairment of Long-Lived Assets

The Company periodically evaluates long-lived assets for impairment upon the occurrence of events
or changes in circumstances that indicate that the carrying value of the assets may not be recoverable.
Recoverability of assets is measured by comparison of the carrying amount of an asset to the
undiscounted net future cash flows expected to be generated by an asset. If estimated future cash flows
indicate the carrying value of an asset may not be recoverable, impairment exists, and the asset’s book
value is written down to its estimated realizable value.

Timber Resources

In Canada, the Company primarily obtains its timber from the Provincial Government of British
Columbia under timber harvesting licenses. The Canadian timber harvesting licenses allow, but do not
require, the Company to remove timber from defined areas annually on a sustained yield basis. Future
allowable harvests may be adjusted if the Company does not remove timber over a five-year period in
accordance with the licenses. The Company also purchases logs in Canada in the open market. The
Company does not incur liabilities for the cost of timber until it has been harvested.

In the U.S., the Company obtains its timber from various public and private sources under timber
harvesting contracts. The Company does not incur a direct liability for, or ownership of, this timber until
it has been harvested. Additionally, logs are purchased in the open market. The total volume committed
under contract at December 31, 2002, and the 2003 planned contract harvest was 137.6 million board feet
and 55.7 million board feet, respectively. At December 31, 2002, the Company’s best estimate of its total
commitment at current contract rates under these contracts was approximately $18.9 million. The
Company evaluates the loss contract reserves for its public and private timber harvesting contracts based
on the estimated total cost applied to such harvests compared with replacement cost as measured by the
total estimated harvesting costs of recent timber sales in the region.

Amounts capitalized as Canadian timber cutting rights (tree farm licenses and timber licenses) in
conjunction with sawmill acquisitions accounted for as a purchase are amortized over 50 years on a
straight-line basis due to the long-term, renewable nature of the contracts with the Province of British
Columbia.

Reforestation

Under the Canadian timber harvesting licenses mentioned above, the Company is contractually
responsible for all reforestation costs until the harvested land is “free to grow.” This is a forestry term
meaning that no further reforestation activity is anticipated prior to the next harvest. A substantial portion
of the reforestation responsibilities, such as site preparation, planting and fertilization, occurs during the
first five years after harvest. The remaining costs, such as thinning and herbicide application, are incurred
until the harvested land is free to grow, generally seven to twelve years after initial planting. The
Company accrues for the total projected cost of reforestation as the timber is removed. Actual
expenditures for reforestation are applied against this accrual when they are made.

Income Taxes

The Company accounts for income taxes using the liability method, and deferred taxes are determined
based on the estimated future tax effects of differences between the financial statement and tax bases of
assets and liabilities given the provisions of the enacted tax laws.

Environmental Expenditures

Environmental expenditures related to current operations that substantially increase the economic
value or extend the useful life of an asset are capitalized while all other costs are expensed as incurred.
Expenditures that relate to an existing condition caused by past operations are expensed as incurred.

The Company recognizes a liability for environmental remediation costs when such costs are
probable and reasonably estimable. Such liabilities are based on currently available information and
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reflect the participation of other potentially responsible parties depending on the parties’ financial
condition and probable contribution. The accruals are recorded at undiscounted amounts. Recoveries of
environmental remediation costs from insurance carriers are recorded when receipt is deemed highly
probable and carn be reasonably estimated.

Revenue and Related Cost Recognition

The Compariy recognizes revenue from product sales when the sales price is fixed or determinable,
title transfers and risk of loss has passed to the customer and collectibility is reasonably assured. Sales
are reported net of discounts and allowances. Amounts charged to customers for shipping and handling
are recognized as revenue. Shipping and handling costs incurred by the Company are reported as cost of
sales. The Company records lumber import duties as a component of cost of sales.

Stock-Based Compensation

In December 2002, the Financial Accounting Standards Board (FASB) issued Statement of Financial
Accounting Standards (SFAS) No. 148, “Accounting for Stock-Based Compensation — Transition and
Disclosure, an amendment of FASB Statement No. 123.” This statement provides alternative methods of
transition for a voluntary change from the intrinsic value method of accounting for stock-based employee
compensation to the fair value method. In addition, SFAS No. 148 amended the disclosure requirements
of SFAS No. 123 to require prominent disclosures in both annual and interim financial statements about
the method of accounting for stock-based employee compensation and the effect of the method used on
reported results.

The Company continues to use the intrinsic value method under APB Opinion No. 25 and related
interpretations to account for stock-based employee compensation. Under this method, no compensation
expense related to stock options has been recognized in the Statement of Operations for the periods
presented. The table below provides the pro forma disclosures as if the Company had adopted the fair
value based method for all stock-based compensation.

2002 2001 2000
(thousands except per share)

Net income (loss), as reported $  (20,950) $ (24,905 $ 32,566
Stock-based employee compensation

expense determined under fair value method

for all awards, net of related tax effects ~(501) (426) {368)
Pro forma net income (loss) $ (21,451) $ (25,331 $ 32,198
Basic net income (loss) per share:

As reported $ (1.34) $ (1.68) $ 2.28

Pro forma (1.37) (1.71) 226
Diluted net income (loss) per share:

As reported $ (1.34) $ (1.68) $ 2.24

Pro forma (1.37) (1.71) 222

The Company has followed the practice of using treasury stock to fulfill its obligations under its stock
option plans. When stock is issued pursuant to a stock option plan, the difference between the exercise
price and the cost of treasury shares is recorded as an increase or decrease to additional paid-in capital.

Earnings Per Share

The computation of basic earnings per share is based on net income or loss and the weighted average
number of common shares outstanding during each year. Diluted earnings per share reflect the assumed
issuance of common stock equivalents related to dilutive stock options and restricted stock awards. The
computation of diluted earnings per share does not assume conversion or exercise of securities that would
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have an antidilutive effect on earnings per share. For 2002 and 2001, the computation of diluted net loss
per share was antidilutive; therefore, the amounts reported for basic and diluted were the same.

The following table summarizes the computation of diluted net income per share:

2002 2001 20609
(thousands, except per share)
Weighted average shares outstanding 15,606 14,818 14,278
Effect of stock plans - - 233
Diluted average shares outstanding 15,606 14,818 14,511
Net income (loss) $ (20,950) $ (24,905) $ 32,566
Diluted net income (loss) per share $ (1.34) $ (1.68) 3 2.24

Certain Company stock options were not included in the computation of diluted earnings per share
because the options’ exercise prices were greater than the average market price of the common shares, or
the impact of their inclusion would be antidilutive. Such stock options totaled 280,000 shares at
December 31, 2000 at prices ranging from $18.13 to $30.38. Due to the net losses incurred in 2002 and
2001, no options outstanding were included in the calculation of diluted loss per share.

Statements of Cash Flows

The Company classifies as cash and cash equivalents unrestricted cash on deposit in banks plus all
investments having original maturities of 90 days or less. The effect of exchange rate changes on cash
balances held in foreign currencies was not significant. Total cash expenditures for interest were $16.7
million, $14.2 million and $11.0 million for 2002, 2001 and 2000, respectively. Total cash refunds
received for income taxes was $7.5 million in 2002. Total cash expenditures for income taxes were $1.8
million for 2001 and $17.3 million for 2000.

Interest

Interest expense in the Consolidated Statements of Operations is shown net of interest income and
capitalized interest. Interest income was $0.5 million in 2002, $1.3 million in 2001 and $2.4 million in
2000.

Financial Instruments and Derivatives

The carrying amounts reported in the balance sheet for cash and cash equivalents, short-term
investments, accounts receivable, short-term borrowings and accounts payable and accrued liabilities
approximate fair values due to the short maturity of those instruments.

The Company utilizes well-defined financial contracts in the normal course of its operations as a
means to manage its foreign currency exchange and certain commodity price risks. The vast majority of
these contracts are fixed-price contracts for future purchases of various commodities, primarily natural
gas and electricity, which meet the definition of “normal purchases or normal sales” and therefore, are not
considered derivative instruments under SFAS No. 133, as amended. Likewise, several of the Company’s
financial and commodity contracts do not provide for net settlement, and therefore, are not considered
derivative instruments under SFAS No. 133, as amended. The Company does not hold financial
instruments for trading purposes. The Company is exposed to credit-related gains or losses in the event of
nonperformance by counterparties to financial instruments but does not expect any counterparties to fail
to meet their obligations. The Company’s current accounting treatment for the limited number of
contracts considered derivative instruments is described below.

For derivatives designated as fair value hedges, changes in the fair value of the derivative and of the
hedged item attributable to the hedged risk are recognized in earnings. For derivatives designated as cash
flow hedges, the effective portions of changes in the fair value of the derivatives are recorded in other
comprehensive income and are recognized in earnings when the hedged item affects earnings. Ineffective
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portions of changes in the fair value of cash flow hedges are recognized in earnings. Changes in the fair
value of all other derivative instruments not designated as hedges are also recognized in earnings in the
period in which the changes occurred.

The Company periodically engages in commodity swap agreements designated as cash flow hedges.
These agreements are designed to hedge against the variability of future cash flows arising from changes
in natural gas spot rates. Gains or losses recorded in other comprehensive income are reclassified into
earnings at the contracts’ respective settlement dates.

The notional amount of the natural gas commodity swap agreements was $5.7 million at December
31,2001. All outstanding contracts at that date matured during 2002. The notional amount did not
represent amounts exchanged by the parties and, thus, was not a measure of exposure to the Company
through its use of derivatives. The exposure in a derivative contract is the net difference between what
each party is required to pay based on contractual terms. The net earnings impact in 2002, 2001 and 2000
resulting from the Company’s use of commodity swap agreements was not material.

The Company periodically uses foreign exchange contracts to manage its exposure to foreign
currency transaction gains and losses in the translation of U.S. dollar cash and accounts receivable of its
Canadian subsidiaries. These Canadian dollar forward exchange contracts are not designated as hedges.
Twenty-one such contracts were entered into in 2002, with maturities ranging from one to sixty days.
The impact of these activities in 2002, 2001 and 2000 was not material to the Company’s financial
results.

Accounting Changes

Effective January 1, 2000, the Company changed the method for valuation of fiber in wood chip, log
and pulp inventories of the Harmac pulp operations from the FIFO method to the LIFC method. The
change was made to conform the method of valuing fiber inventories between the Company’s U.S. and
Canadian operations. The impact of this change was an increase in cost of sales and corresponding
decrease in pre-tax operating earnings of approximately $2.9 million, or $.12 per diluted share after tax.
The cumulative effect of this change to the LIFO method on operating results as of the beginning of 2000
has not been presented, as the effect is not readily determinable.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
in the United States requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from these estimates.

Reclassifications

Certain reclassifications have been made to prior years’ data to conform to the current year’s
presentation.

Prospective Accounting Pronouncements

In August 2001, the FASB issued SFAS No. 143, “Accounting for Obligations Associated with the
Retirement of Long-Lived Assets.” SFAS No. 143, effective January 1, 2003, addresses financial
accounting and reporting obligations associated with the retirement of tangible long-lived assets and the
associated asset retirement costs. Under the new statement, the Company will record both an initial asset
and a liability, at fair value, for estimated costs of legal obligations asscciated with the retirement of long-
lived assets. The initial asset will be depreciated over the expected useful life of the asset. This statement
will change the Company’s accounting for iandfill closure costs and reforestation liabilities. The
Company currently accrues the estimated costs of closure over the expected useful life of the landfill and
reforestation liabilities are not currently discounted. The Company is assessing the impact of this
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statement on its results of operations and financial position and will adopt this statement as of January 1,
2003.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or
Disposal Activities.” The statement requires that a liability for all costs be recognized when the liability
is incurred with exit or disposal activities as opposed to when the entity commits to an exit plan under
EITF No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other Costs to
Exit an Activity (Including Certain Costs Incurred in a Restructuring).” The statement will be applied
prospectively to activities exited from or disposed of initiated after December 31, 2002.

In November 2002, the FASB issued Interpretation No. 45, "Guarantor's Accounting and Disclosure
Requirements for Guarantees, including Indirect Guarantees of Indebtedness of Others" (the
Interpretation), which addresses the accounting for and disclosure of obligations under guarantees. The
disclosure provisions of the Interpretation were effective at December 31, 2002. See Note 9
Contingencies. The accounting requirements of the Interpretation are effective January 1, 2003, and
require the recognition of a liability at its fair value by a guarantor at the inception of certain guarantees.
The recognition of the liability is required even if it is not probable that payments will be required under
the guarantee or if the guarantee was issued with a premium payment or as part of a transaction with
multiple elements.

2. Inventories

2002 2001
(thousands)
Lumber $ 15,171 $ 14,681
Pulp 26,774 24,711
Saw logs 22,014 28,307
Pulp logs, chips and sawdust 11,784 12,542
Chemicals and supplies 18,880 19,313
LIFO reserve (1,304) (1,298)

§ 93319 - $ 98,256

The portion of inventories accounted for using the last-in, first-out (LIFO) method aggregated $19.9

million using the average cost method, which approximates the FIFO basis, at December 31, 2002 and
2001.

3. Properties

2002 2001
Plant and equipment: (thousands)
Mills, plants and improvements $ 88,341 § 87,404
Equipment 486,113 466,616
Mobile equipment 19,511 19,345
Construction in progress 3,899 5,444
3 597,864 3 578,809
Land and timber cutting rights:
Land b 4253 $ 4,107
Canadian timber cutting rights 3,157 3,428
3 7,410 3 7,535
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Included in plant and equipment at December 31, 2002, were assets at cost of $182.6 million ($182.7
million at December 31, 2001) and a net bock value of $53.1 million ($63.0 million at December 31,
2001) for which the Company does not hold title. See Note 5 and the discussion of the Halsey mill

sale/leaseback transactions.

4. Income Taxes

Eamings before income taxes were comprised of the following:

2002 2001 2000
(thousands)
Domestic loss $ (29,193) $ (31,999) $  (9,900)
Foreign income (loss) (2,898) (10,945) 65,584
§ (32,001) S (42,944) S 55684
The income tax provision (benefit) consisted of the following components:
Current Deferred Total
2002 (thousands)
Federal $ 2 §  (9,790) $  (9,788)
State - (962) (962)
Foreign (8,193) 7,802 (391)
$  (3,191) §_ (2950) § (11,141)
2001
Federal : $ -8 (11912) $ (11,912)
State - (892) (892)
Foreign (4,717) (518) (5,235)
§  (4,717) § (13,322) $ (18,039)
2000
Federal § 409 $  (2,172) $  (1,763)
State - (407) (407)
Foreign 9,238 16,050 25,288
S 9647 8 13,471 § 23118

The income tax provision (benefit) was different from the amount computed by applying the U.S.

statutory federal income tax rate as follows:

2002 2001 2000
(thousands)

Tax at U.S. statutory rate $ (11,232) $ (15,031 $ 19,489
State tax net of federal benefit (625) (580) (263)
Foreign tax rate differential and withholding 1,006 299 3,824
Reduction in foreign tax rate - (1,734) -
State pollution control tax credits (506) (1,149) -
Other items, net 216 156 68

§ (11,141 $ (18,039 $ 23118
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Deferred taxes are determined based on the estimated future tax effects of differences between the
financial statement and tax bases of assets and liabilities given the provisions of the enacted tax laws.

The net deferred tax asset is comprised of the following:

2002 2001

Current deferred taxes: (thousands)

Gross assets 3 4,053 S 10,727
Noncurrent deferred taxes:

Gross assets 66,961 56,526

Gross liabilities {53,880) (51,698)

Total noncurrent deferred taxes 13,081 4,828
Net deferred tax asset $ 17,134 $ 15,555

The most significant deferred tax asset relates to net operating loss carryforwards. At December 31,
2002, the Company had available $78.7 million of U.S. federal tax loss carryforwards expiring as follows:
2010 - $13.8 million; 2011 - $4.3 million; 2012 - $6.8 million; 2020 - $3.2 million; 2021 - $21.3 million
and 2022 - $29.3 million. As of December 31, 2002, the Company also had Alternative Minimum Tax
carryforwards of $0.5 million that may be carried forward indefinitely.

Management believes that the Company will have sufficient future U.S. taxable income from tax
planning strategies to make it more likely than not that the net operating loss deferred tax asset will be
realized. In making this assessment, management has considered the cyclical nature of its businesses, the
relatively long expiration period of net operating losses and the ability to utilize certain tax planning
strategies if a net operating loss were to otherwise expire. The realization of the asset is not assured and
could be reduced in the future if estimates of future taxable income during the carryforward period are
reduced.

The tax effect of significant temporary differences representing deferred tax assets and labilities are
as follows:

2002 2001
(thousands)
Postretirement benefits $ 7,400 $ 8,136
Reforestation 2,897 3,107
Depreciation (28,120) (24,760)
Lumber import duties - 5,542
AMT and other tax credits 523 2,197
Net operating loss carryforwards 29,611 20,312
Valuation allowance (979) (5,159)
Other, net 5,802 6,180
Net deferred tax asset $ 17,134 $ 15,555

The Company’s valuation allowance against deferred tax assets was $1.0 million and $5.2 million at
December 31, 2002 and 2001, respectively. The change in the valuation allowance related primarily to
expiration of state tax credits and the reduction of deferred tax assets and the related valuation allowance
for those states in which the Company no longer operates. The remaining valuation allowance relates to
state net operating loss carryforwards.

Undistributed earnings of the Company’s Canadian subsidiaries totaled $150.2 million at December
31, 2002, which, under existing law, will not be subject to U.S. tax until distributed as dividends. Since
the earnings have been, and are intended to be, reinvested in Canadian operations, no provision has been
made for any U.S. taxes that may be applicable thereto. Furthermore, any taxes paid to the Canadian
government on those earnings may be used, in whole or in part, as credits against the U.S. tax on any
dividends distributed from such earnings. It is not practicable to estimate the amount of unrecognized
deferred U.S. taxes on these undistributed earnings.
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S. Debt

2002 2001
Long-term debt: (thousands)
Revolving credit and term loan facilities, variable interest rate $ - $ 37,732
Term loan due June 2003, variable interest rate 4.80% 21,737 21,568
Lease financing obligations, weighted average interest rate 7.08% 77,059 82,134
Long-term obligation, due 2002-2012, effective rate 7.54% 8,671 9,488
8 3/8% senior notes due 2013, less unamortized discount of $9,721,
effective rate 11.03% 50,279 -
8 3/8% debentures, due 2013 75,000 75,000
State of Oregon Small Scale Energy Loan Program note payable,
secured by irrevocable letter of credit, 6.55% - 11,893
232,746 237,815
Less current portion 26,824 17,786
Long-term debt $ 205922 $ 220,029

Revolving Credit and Term Loan Facilities

Effective June 14, 2002, the Company renewed its 364-day Canadian revolving bank line of credit of
$110 million Canadian (approximately $70 million U.S.) with three Canadian banks. The Company also
renewed its $25 million U.S. revolving credit agreement with a U.S. bank in July 2002. The U.S. facility
is secured by accounts receivable, permits revolving borrowings through June 2003 and is convertible
into a one-year term loan upon expiration of the revolving credit provisions. The U.S. revolving credit
line was subsequently reduced to $15 million effective January 1, 2003. The Canadian facility is a
revolving credit line secured by certain inventory and accounts receivable, permits revolving borrowings
through June 2003 and is convertible into a two-year term loan upon expiration of the revolving credit
provisions. At December 31, 2002 the Company had no borrowings outstanding under its revolving
credit agreements, and, as of January 1, 2003, had available approximately $59.4 million U.S. of
borrowing capacity under the agreements and $4.3 million of cash, cash equivalents and short-term
investments. The Company’s ability to borrow under its revolving lines of credit at a particular point in
time is subject to the availability of adequate collateral and compliance with existing financial covenants.
Under the existing financial covenants, the Company was required to have borrowing capacity under its
revolving lines of credit or excess cash totaling $25 million and, accordingly, the Company’s net
borrowing capacity under its revolving lines of credit was $38.7 million at January 1, 2003.

The interest rate associated with the $110 million Canadian agreement is based, at the option of the
Company, on specified market rates plus a margin predetermined by the credit agreement. A
commitment fee of .45 percent per year on the unused portion 1is payable quarterly. A commitment fee on
the unused portion of the U.S. credit facility is payable quarterly and is based on specific debt ratios as
outlined in the credit agreement ranging from .40 percent to .75 percent per year. The interest rate
associated with the U.S. revolving credit agreement is based, at the option of the Company, on specified
market rates plus a margin based on the Company’s debt ratio.

In June 2001, the Company obtained a $35 million Canadian (approximately $22 million U.S.) two-
year term loan, due June 2003 and secured by real property, to fund a portion of the Mackenzie
acquisition costs. At December 31, 2002, the Company had $21.7 million U.S. outstanding under the two-
year term agreement included in the current portion of long-term debt. The interest rate associated with
the term loan is based, at the option of the Company, on specified market rates plus a margin
predetermined by the credit agreement.

The revolving credit agreements and term loan agreement contain certain restrictive covenants,
including maximum leverage ratios and EBITDA to interest coverage. As of December 31, 2002, the
Company was in compliance with its debt covenants.
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Lease Financing and Long-Term Obligation

In the third quarter of 1999, the Company entered into a sale/leaseback of its Halsey pulp mill. The
facility was sold for $64.6 million cash in a transaction accounted for as a financing, wherein the property
remained on the books and continues to be depreciated. A lease-financing obligation equal to the
proceeds received was recorded. The lease term ends in 2012, with an early purchase option in 2007. In
December 2001, the lessor in this transaction agreed to credit the Company $2.2 million as an offset
against the early purchase option price, if the Company exercises that option. The adjustment to the lease
financing obligation was accounted for as a prospective reduction in the effective interest rate of the debt.

On December 27, 2001, the Company entered into a $36 million sale/leaseback of the Halsey pulp
mill’s chlorine dioxide facility (the ClO, lease financing). The lessor is the same financial institution with
which the Company sold and leased back the Halsey pulp mill in 1999. In this transaction, the lessee is a
limited partnership of which the Company is the general partner and another financial institution is the
limited partmer. The limited partner invested $10.6 million in the lessee partnership, which was utilized to
fund an advance rent payment to the lessor of the ClO, facility. The Company has recorded the $36
million ClO; transaction as a $25.4 million lease financing obligation and a $10.6 million long-term
obligation. The ClO; lease financing has a term, rent payment schedule and early purchase option that are
coterminus with the Halsey mill sale/leaseback.

The Halsey leases require annual rent payments, payable semi-annually, as follows: for the years
2003 and 2004 - $9.6 million; 2005 - $9.8 million and 2006 - $11.6 million. Beginning in January of
2007 (if the leases have not been terminated by exercise of the early purchase options), two semi-annual
payments of $16.6 million and other payments totaling $22.5 million through the end of the lease term in
2012 are required. There are two purchase options under each of the Halsey leases. The aggregate price
under the early purchase options in 2007 1s fixed at $59.1 million, payable in five installments during
2007. The purchase options at the end of the leases will be at fair market value as determined at the time
of the exercise. The leases contain certain restrictive covenants, including a maximum leverage ratio, a
minimum net worth requirement and a fixed charge coverage ratio or cash requirement. At December 31,
2002, the Company was in compliance with all of these covenants.

The Company is retiring the long-term obligation through the allocation by the lessee partnership of
state pollution control tax credits and other partnership tax attributes to the limited partner over the 12 tax
years ending in 2012. The Company is obligated to otherwise repay the long-term obligation if the state
pollution control tax credits and other tax attributes are not available to the limited partner as
contemplated in the agreement. The stated effective interest rate represents the calculated implicit interest
rate on the $10.6 million cash investment of the limited partner based upon the after-tax cash flows of the
pollution control tax credits and other tax attributes allocated to the limited partner over the 12 year life of
the limited partnership. At December 31, 2002, the Company maintained a $9.8 million letter of credit to
support the long-term obligation. The fair value of the long-term obligation, based upon rates currently
available for debt with similar terms, was estimated to be $7.6 million at December 31, 2002.

In January 2002, the Company elected to repay the remaining balance of the State of Oregon Small
Scale Energy Loan. Accordingly, the Company included this debt in the current portion of long-term debt
at December 31, 2001. The Company maintained a $12.4 million letter of credit at December 31, 2001
associated with this note payable. The letter of credit was discontinued upon payment of the debt in
January 2002,

8 3/8 % Senior Notes

On July 30, 2002, the Company completed the sale of $60 million principal amount of 8 3/8% senior
notes due 2013, with net proceeds to the Company of $50.1 million, after discount of $8.2 million and
issue expenses of $1.7 million. The 8 3/8 % senior notes were priced to yield 10.5 percent and the net
proceeds were used to pay down the Company’s revolving bank lines of credit. The notes were offered in
a Rule 144A offering to qualified institutional buyers in the United States and to non-U.S. persons outside
the United States. The subsequent exchange for registered, publicly tradable notes with substantially
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identical terms was completed in October 2002. The terms and conditions of the notes are substantially
identical to the Company’s existing 8 3/8% debentures due 2013. The Company’s 8 3/8% senior notes
and debentures do not have any financial covenants. The total fair value of the 8 3/8 % senior notes and
debentures was $120.2 million based upon the trading price of the instruments at December 31, 2002.

The annual maturities of long-term debt, excluding the lease financing obligations and related long-
term obligation, for the five years subsequent to December 31, 2002 were: 2003 - $21.7 million; and 2004
through 2007- none.

6. Other Long-term Liabilities

Other long-term liabilities consist of the following:

2002 2001
(thousands)
Reforestation $ 10,682 $ 11,209
Pension liabilities 10,784 6,663
Other postretirement benefits 19,570 17,418
Environmental liabilities 6,667 7,171
Other 2,948 2,033

3 50,651 $ 44,494

At December 31, 2002 and 2001, the Company classified $1.7 million and $4.2 million, respectively,
of environmental liabilities as current liabilities in other accrued liabilities.

7. Pension and Other Postretirement Plans

The Company’s retirement plans consist principally of noncontributory defined-benefit pension plans
and postretirement medical and life insurance plans. The pension plans include plans administered by the
Company and multi-employer plans administered by various unions.

Certain union employees are covered under multi-employer pension plans. Contributions to these
plans are based upon negotiated hourly rates. It is not possible to determine the amount of accumulated
benefits or net assets available for benefits that apply solely to Company employees covered by these
plans. All other Company participating employees are covered by noncontributory defined-benefit
pension plans administered by the Company.

The Company’s funding policy regarding all of its Company-administered pension plans is to make
contributions to the plans that are between the minimum amounts required by law and the maximum
amounts deductible under current tax regulations. The Company also sponsors unfunded postretirement
medical and life insurance plans for certain salaried and non-salaried employees and eligible spouses and
dependents of the employees.

The Company sponsors a defined contribution plan to provide substantially all U.S. salaried
employees an opportunity tc accumulate personal funds for their retirement. Contributions may be made
on a before-tax basis. The Company matches a portion of the employee’s contributions in cash to be
invested among several investment options at the employee’s discretion. The amounts contributed to the
plan for participating employees were $0.8 million for the year 2002 and $0.9 million for the years 2001
and 2000.
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The following table sets forth selected financial information regarding the pension and postretirement

benefit plans:

QOther
Pension Benefits Postretirement Benefits
2002 2001 2002 2001

Change in benefit obligation: (thousands)

Benefit obligation at beginning of year § 70,302 $ 68,511 $ 17,148 § 15,351

Service cost 3,159 ' 2,314 1,361 493

Interest cost 5,286 5,026 1,275 1,171

Amendments 150 - - -

Actuarial (gain) loss 5,227 (405) 6,655 (88)

Acquisition 1,419 430 - 1,099

Benefits paid (3,981) (3,664) (571) (5095)

Foreign currency rate changes 220 (1,910) 49 (373)

Benefit obligation at end of year $ 81,782 $ 70,302 $ 25,947 $ 17,148
Change in plan assets:

Fair value of plan assets at beginning of year $ 69,612 § 86,719 $ - 3 -

Actual return on plan assets (2,412) (12,522) - -

Acquisition - 430 - -

Employer contributions 1,583 584 571 505

Benefits paid (3,981) (3,664) (571) (505)

Foreign currency rate changes 209 (1,935) - -

Fair value of plan assets at end of year $ 65,011 $ 69,612 § -8 -
Funded status $ (16,771) $ (690) $ (25,947) § (17,148)
Employer contribution after measurement date 225 273 - -
Unrecognized net actuarial loss (gain) 17,050 3,474 6,377 (270)
Unrecognized prior service cost 1,050 1,230 - -
Unrecognized net asset at transition (34) (44) - -
Additional minimum pension liability adjustment (1,907) (439) - -
Prepaid (accrued) benefit cost $ (387) § 3,804 $ (19,570) § (17,418)
Plans having assets in excess of accumulated benefits

Benefit obligation $ - $ 37,027

Fair value of plan assets - 43,370
Plans having accumulated benefits in excess of assets

Benefit obligation $ 81,829 $ 33,274

Fair value of plan assets 65,011 26,242

Other
Pension Benefits Postretirement Benefits
2002 2001 2002 2001

Weighted-average assumptions as of December 31

Discount rate 6.9% 7.4% 6.7% 7.4%

Rate of compensation increase 4.5% 4.5% 4.5% 4.5%

Expected return on plan assets 8.5% 8.5%

For measurement purposes of U.S. postretirement plans, 9.0 percent and 6.5 percent rates of increase
were assumed for health care costs in 2002 and 2001, respectively. The rate was assumed to decline in .5
percent decrements every year until it reached 5 percent in 2010 where it remained thereafter. For the
Company’s Canadian plans, 6.3 percent and 7.0 percent annual rates of increase were assumed for health
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care costs in 2002 and 2001, respectively. The rate was assumed to decline over a graded period until it
reached 4.2 percent in 2008 where it remained thereafter.

Net periodic pension cost for 2002, 2001 and 2000 was composed of the following:

Pension Benefits

2002 2001 2000
Components of net periodic benefit cost: (thousands)

Service cost $ 3,159 $ 2,314 3 2,365
Interest cost 5,286 5,026 4,987
Expected return on plan assets (5,924) (7,225) (6,968)
Amortization of prior service cost 190 186 76
Amortization of transition amounts (10) (28) 23
Recognized net actuarial gain 20) (747) {663)
Settlement gain - - (1,129)
Plan admendment 150 - -
Net periodic benefit cost for Company

administered plans 2,831 (474) (1,309)
Contributions to multi-employer plans 5,514 4,872 4,686
Net periodic benefit cost 3 8345 = § 4,398 $ 3,377

The Company has granted certain former employees pension benefits that supplement the normal
Company plans. These benefits are unfunded obligations of the Company, and the accrued benefit cost
totaled $1.0 million at December 31, 2002.

At December 31, 2002 and 2001, the Company recorded an additicnal minimum liability of
$1,468,000 and $439,000, respectively, for plans with unfunded accumulated benefit obligations in excess
of the unfunded accrued pension cost. Accordingly, a loss of $350,000, and $279,000, net of tax, was
recorded in other comprehensive income (loss) in 2002 and 2001, respectively.

Net periodic cost for the Company’s postretirement medical and life insurance plans for 2002, 2001
and 2000 was composed of the following:

Other Postretirement Benefits

2002 2001 2000
Components of net periodic benefit cost: (thousands)
Service cost S 1,391 $ 493 $ 478
Interest cost 1,275 1,171 1,080
Recognized net actuarial (gain) loss - (6) 15
Net periodic benefit cost $ 2,666 $ 1,658 $ 1,573

Assumed health care cost trend rates have a significant effect on the amounts reported for the
postretirement medical plans. A one percentage point change in assumed health care cost trend rates
would have the following effects:

One Percentage Point
Increase Decrease
(thousands)
Effect on total service and interest cost components $ 458 $ (336)
Effect on postretirement benefit obligation 4,261 (3,411)
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8. Stockholders’ Equity

Shareholder Rights Plan

On February S5, 1998, the Company adopted a shareholder rights plan and declared a dividend
distribution of one Right for each outstanding share of Common Stock. Under certain conditions, each
Right may be exercised to purchase 1/100 of a share of Series A Junior Participating Preferred Stock at a
purchase price of $70, subject to adjustment. The Rights are not presently exercisable and will only
become exercisable if a person or group acquires or commences a tender offer to acquire 15% of the
Common Stock. If a person or group acquires 15% of the Common Stock, each Right will be adjusted to
entitle its holder to receive, upon exercise, Common Stock (or, in certain circumstances, other assets of
the Company) having a value equal to two times the exercise price of the Right or each Right will be
adjusted to entitle its holder to receive, upon exercise, common stock of the acquiring company having a
value equal to two times the exercise price of the Right, depending on the circumstances. The Rights
expire on April 24, 2008 and may be redeemed by the Company for $0.001 per Right. The Rights do not
have voting or dividend rights, and until they become exercisable, have no dilutive effect on the earnings
of the Company.

Stock Option Plans

The Company maintains three stock option plans and accounts for all options under APB Opinion No.
25 and related interpretations, under which no compensation expense has been recognized in the
Consolidated Statements of Operations. The Company has a stock option plan (Option Plan) for officers
and key employees. This plan is administered by the Compensation Committee of the Board of Directors.
The Committee is composed of outside Directors who are not eligible for awards under this plan. The
Company also has a non-employee director stock option plan (Director Plan). At December 31, 2002,
shares available for future grants under these plans totaled 418,400. Additionally, the Company has a
non-emplayee director stock retainer fee plan (Retainer Plan). At December 31, 2002, shares available
for future grants under this plan totaled 180,800.

The Option Plan provides for granting both incentive stock options and nonqualified stock options to
purchase shares of the Company’s common stock at prices not less than 85 percent of fair market value at
grant date; however, stock options are generally granted at fair market value at grant date. Options are
exercisable as stated in each individual grant and vest over a five-year period; however, no option may
extend beyond ten years from the date of grant.

The Director Plan provides for automatic option grants at designated intervals to non-employee
directors over their period of continued service on the Board of Directors. Such options are granted at
100 percent of fair market value on the date of grant. Options are immediately exercisable and have a
ten-year term.

The Retainer Plan permits non-employee directors to apply all or a portion of their annual retainer
fees to the acquisition of options to purchase shares of the Company’s common stock. The number of
shares covered by such options is determined by dividing the amount of retainer fees to be applied by the
Black-Scholes formula value for the option. Such options are granted at 100 percent of fair market value
on the date of grant. Options are immediately exercisable and have a ten-year term.
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A summary of the stock options outstanding at December 31, 2002, 2001 and 2000 and changes
during the years then ended in the number of shares (Shares) and the weighted average exercise price
{(Price) is presented below:

2002 2801 2000
Shares Price Shares Price Shares Price
(shares in thousands)
Outstanding at beginning of year 1,370 § 15 1,176 § 15 1,054 § 15
Granted 238 14 296 15 278 16
Exercised 2 7 H 15 (114) 15
Canceled (67) 18 (101) 17 42) 23
Outstanding at end of year 1,520 15 1,370 15 1,176 15
Exercisable at year-end 877 15 742 16 399 16
Weighted average fair value
of options granted during year $ 4.45 $ 5.07 § 5.21

The fair value of options granted in 2002, 2001 and 2000 was estimated on the date of grant using the
Black-Scholes option-pricing model with the following assumptions used for grants in 2002, 2001 and
2000, respectively: risk-free interest rates of 4.7, 5.1 and 6.6 percent; dividend yields of 4.3, 5.0 and 5.5
percent; and expected volatility of 46, 55 and 50 percent. Expected option lives of six years were

assumed. The following table summarizes information about stock options outstanding at December 31,
2002:

Range of exercise prices

$5- %11 $12 - $20 $21 - 830 Total

Options outstanding: (shares in thousands)

Number outstanding 233 1,232 55 1,520

Remaining centractual life in years 6.0 6.1 1.9 59

Weighted average exercise price $ 8 $ 15 $ 29 $ 15
Options exercisable:

Number exercisable 143 679 55 877

Weighted average exercise price $ 8 $ 16 3 29 b 15

In 2000, restricted shares of 30,280 were awarded to Michael Flannery, the Company’s Chief
Executive Officer, at no cost based on stock price targets established under the award. Ten percent of the
shares vest on the date of issuance and 10 percent will vest on each anniversary thereof. At December 31,
2002, unvested restricted shares totaled 21,196.

9. Commitments and Contingencies

Minimum Rental Commitments

The Company leases certain equipment, including computers, automobiles and other mobile
equipment, that are classified as operating leases. It also leases office space for its corporate
administrative and sales functions. Rent expense for operating leases was $4.4 million in 2002, $4.1
million in 2001 and $4.5 million in 2000. For operating leases with remaining terms of more than one
year, the minimum lease payment requirements were $3.3 million for 2003, $2.5 million for 2004, $1.7
million for 2005, $1.4 million for 2006, and $1.1 million for 2007, with total payments thereafter of $1.3
million.
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Guarantees

In connection with the sale/leaseback of the Halsey pulp mill and CIO; facility (see Note 5. Debt), the
Company agreed to indemnify certain other participants in the financings against the loss, on an after-tax
basis, of certain tax items, including Oregon pollution control tax credits. At December 31, 2002, the
maximum potential future payments that could be required under these guarantees were $14.0 million,
and the amount recorded as liabilities related to these guarantees was $12.1 million. The Company’s
indemnity obligations with respect to these tax items continue while the relevant tax years of the
indemnified parties remain open to audit; however, that with respect to $10.6 million of the potential
payments, the Company’s obligation expires if a claim for indemnity is not asserted on or before
March 15, 2016.

In connection with the sale of a former business, the Company is secondarily liable for certain
payments to a third party in the event the buyer fails to make such payments. The Company’s potential
obligation under this agreement expires December 31, 2003. The potential future liability, if any, cannot
be estimated at this time. The Company had recorded no liability for this potential obligation.

Collective Bargaining Agreements

Most of the Company’s hourly workforce in its Canadian pulp and sawmill operations are covered by
collective bargaining agreements that are scheduled to expire in the second quarter of 2003. The
Company does not anticipate a significant impact to its operations as a result of negotiations and renewal
of these contracts.

Litigation

The Company is a party to legal proceedings and environmental matters generally incidental to the
business. Although the final outcome of any legal proceeding or environmental matter is subject to a
great many variables and cannot be predicted with any degree of certainty, the Company believes that any
ultimate outcome resulting from these proceedings and matters would not have a material effect on the
current financial position, liquidity or results of operations; however, in any given future reporting period,
such proceedings or matters could have a material effect on results of operations.

Import Duties

Approximately 80 percent of the Company’s current lumber capacity is located in British Columbia,
Canada. Between April 1996 and April 2001, exporters of softwood lumber from Canada to the U.S.
were subject to tariffs on lumber volumes in excess of defined tariff-free volumes under the Canada-U.S.
Softwood Lumber Agreement (SLA). Upon expiration of the SLA on April 1, 2001, petitions for the
imposition of antidumping duties (ADD) and countervailing duties (CVD) on softwood lumber from
Canada were filed with the U.S. Department of Commerce (DOC) and the U.S. International Trade
Commission (ITC), by certain U.S. industry and trade groups. In response to the petitions, the ITC
conducted a preliminary injury investigation and on May 16, 2001, determined that there was a
reasonable indication that the lumber industry in the United States was threatened with material injury by
reason of softwood lumber imports from Canada. In May 2002, the ITC finalized its ruling on the
imposition of ADD and CVD on softwood lumber from Canada, and, based on the DOC’s final
determination of ADD and CVD rates, the Company is currently subject to a combined import duty rate
of 27.22 percent, effective as of May 22, 2002.

Approximately one year following the publication of the final order, and annually thereafter for a
total of five years, the DOC will conduct reviews to determine whether Canada continued to subsidize
softwood logs and whether the Canadian companies engaged in dumping and, if so, the appropriate CVD
and ADD rates to impose. At the end of the five years, both the CVD and ADD will be automatically
reviewed in a “sunset” proceeding to determine whether dumping or a countervailing subsidy would be
likely to continue or recur.
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The federal and provincial governments in Canada have moved for appellate review by panels under
NAFTA and the World Trade Organization (WTQO) with respect to the CVD findings. In July 2002, the
WTO, in a non-binding set of recommendations to the U.S., ruled that the U.S. government erred on
several points in its determination of the existence of a subsidy on seftwocd lumber from Canada. The
WTO also issued an interim ruling recommending the U.S. government repeal the Byrd Amendment,
which gives U.S. firms cash from punitive trade sanctions applied on foreign imports.

The ITC’s final ruling is subject to further reviews by panels of the World Trade Organization and
under NAFTA and, accordingly, it is possible that the lumber import duties may change as a result of a
negotiated settlement between the Canadian and U.S. governments. Any adjustments to the financial
statements resulting from a change in duty rates will be made prospectively if such events occur.

Environmental Matters

The Company is currently participating in the investigation and environmental remediation of several
sites where the Company currently conducts or previously conducted business. The ultimate costs to the
Company for the investigation, remediation and monitoring of these sites cannot be predicted with
certainty, due to the often unknown magnitude of the pollution or the necessary cleanup, the varying costs
of alternative cleanup methods, the amount of time necessary to accomplish such cleanups and the
evolving nature of cleanup technologies and governmental regulations. The Company has recognized
liabilities for environmental remediation costs for these sites in amounts that it believes are probable and
reasonably estimable. Remediation costs incurred are charged against the reserves. The Company has
assumed it will bear the entire cost of remediation at these sites.

The Company is working with the Washington Department of Ecology (WDOE) to remediate the
Company’s former mill site and surrounding area at Port Gamble, Washington. The Company is
responsible for environmental remediation costs related to five landfills used by the Company that contain
wood debris and industrial wastes. WDOE has also requested that the Company perform an investigation
of sediments in the adjacent bay to determine the extent of wood waste accumulation. The Company is
working with WDOE and completed the bay sediment characterization in 2002. The Company has
submitted closure plans of the landfills to WDOE. As of December 31, 2002, four landfills have been
closed and three landfills have received “no further action” letters from WDOE. The final remediation
steps at the remaining landfill are expected to be completed in the first half of 2003. The reserve balance
for this site was $1.9 million at December 31, 2002, compared with $6.7 million at December 31, 2001,
and represented the low end of the range of estimated future remediation and monitoring costs at this site.
The decrease reflected a $2.8 million reduction in the reserve to incorporate new information on this site
concerning remediation alternatives and updates on prior cost estimates. In addition, $2.0 million of costs
incurred in 2002 to remediate the site were charged against the reserve. The Company expects the
majority of the remaining remediation costs to be incurred in 2003 and expects to incur monitoring costs
through 2013,

In June 2002, the Company was requested by British Columbia environmental authorities, based on
detection of environmental contamination in an effluent treatment pond at the Mackenzie pulp mill, to
prepare a remediation plan for this pond. The environmental contamination occurred before the Company
acquired the mill as a result of a manufacturing process that was discontinued at the mill in 1993. Based
on preliminary findings, the Company recorded a $2.0 million reserve (representing the low end of the
range of estimated future remediation costs) in the second quarter of 2002 as an adjustment of the
acquisition cost for the June 15, 2001 acquisition of the Mackenzie pulp mill. The reserve is for the
estimated costs of dredging and relining the pond. The Company charged $0.1 million of costs related to
this site against the reserve and currently expects the majority of the remediation costs to be incurred in
2005 through 26G07.

In 1992, the Oregon Department of Environmental Quality , based on detection of creosote and
hydrocarbon contamination, determined that a vacant industrial site in St. Helens, Oregon formerly owned
by the Company requires further acticn. The Company is currently participating in the investigation
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phase of this site. The reserve balance for this site was $3.7 million at December 31, 2002, compared with
$3.5 million at December 31, 2001, and represented the low end of the range of estimated future
remediation and monitoring costs at this site. This increase resulted from the incorporation of new
information on this site, primarily related to additional sediment investigation. In addition, the Company
charged $0.1 million of costs incurred in 2002 related to this site against the reserve. The Company
currently expects the majority of the remediation costs to be incurred in 2006, with post-remediation
monitoring costs to begin in 2007 and to continue for 15 to 20 years.

The Company has tendered the defense of certain environmental claims to a number of insurance
carriers that issued comprehensive general liability policies to the Company from the 1940’s to 1992. In
1995, the Company filed a declaratory judgment action to obtain a decision that the insurance carriers
were obligated to defend the Company and indemnify it for any environmental liabilities incurred as a
result of certain operations of the Company during that period. The Company has concluded settlements
with several insurance carriers and is engaged in settlement discussions with other insurance carriers. In
addition, the Company believes recovery under these policies is highly probable and has recorded
receivables in amounts 1t has deemed highly probable of realization.

10. Acquisition

On June 15, 2001, the Company acquired the Mackenzie pulp mill from Norske Skog Canada, ina
transaction accounted for as a purchase, for approximately $80.4 million U.S. in cash, 1,750,000 shares of
Company common stock and the assumption of $22.9 million of liabilities. The Company’s common
shares were assigned a value of $12.45, based on the average closing price of Company common stock
over a reasonable period of time around the announcement date (March 29, 2001) of the transaction.
Mackenzie is a single-line pulp mill with an annual capacity of 230,000 metric tons of northern bleached
kraft chip and sawdust pulp. The results of Mackenzie are included in the consolidated financial
statements from the date of acquisition.

The purchase price of Mackenzie was calculated as follows:

(thousands)

Company common shares issued 1,750
Multiplied by the average market price 3 12.45
Value of common shares issued $§ 21,788
Cash 80,444
Total 102,232
Direct acquisition costs 2,148
Total purchase price $ 104,380

The purchase price, including direct acquisition costs, was allocated to the assets and liabilities of
Mackenzie based upon determination of their fair value as indicated below.

(thousands)
Current assets, other than cash $ 28,217
Property, plant and equipment 99,091
Other assets g
Current habilities (9,246)
Other liabilities (13,690)
Total purchase price $ 104,380

The following unaudited pro forma information for the periods set forth below gives effect to the
transaction as if the Mackenzie purchase had occurred as of the beginning of each respective year after
giving effect to certain adjustments. The pro forma information is not necessarily indicative of what the
actual operating results would have been had the transaction occurred on the dates indicated and does not
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purport to indicate future results of operations. In addition, the pro forma information does not reflect any
cost savings or other synergies resulting from the transaction.

2001 2606
(thousands except per share)
(unaudited)
Revenues $ 549,824 $ 707,259
Net income (loss) (28,254) 40,566
Basic net income (loss) per share (1.71) 253
Diluted net income (loss) per share (1.71) 2.49

11. Segment Information

The Company is a manufacturer of pulp and lumber, with operations in the U.S. and in Western
Canada. The Company classifies its business into two operating segments: pulp and wood products. The
two operating segments were identified as distinct segments based upon the difference in products and the
manner in which the operations are managed.

Pulp manufactures a broad range of pulp utilizing both wood chips and sawdust as fiber sources. Pulp
is sold primarily to end users in U.S., Europe, Canada and Asia.

Wood products manufactures standardized and specialty lumber and sells residual wood chips.
Lumber products are sold mainly in the U.S. and Canada to wholesalers, and wood chips are sold to
manufacturers of pulp.

The accounting policies of the operating segments are the same as those described in Note 1.
Accounting Policies. The Company evaluates performance based on profit or loss before income taxes.
A reconciliation of the totals reported for the operating segments to the applicable line items in the
consolidated financial statements is as follows:
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Revenues
Pulp
Wood products
Total operating segments

EBITDA
Pulp
Wood products
Total operating segments
Corporate

Depreciation and
amortization expense
Pulp
Wood products

Total operating segments
Corporate

Income (loss) before taxes
Pulp
Wood products

Total operating segments
Corporate
Interest expense, net

Total assets at year-end
Pulp
Wood products

Total operating segments
Corporate

Capital expenditures
Pulp
Wood products
Total operating segments
Corporate

Revenues by geographic region :

United States
Europe
Other

Properties by geographic region

United States
Canada

(1) Revenues are reported by the location of the customer.

2002 2001 2000
(thousands)
322,941 $ 291,105 348,156
223,392 208,122 231,896
546,333 $ 499227 580,052
5,422 $ 4,417 88,463
24,407 6,137 18,104
29,829 10,554 106,567
(9,003) (10,095) (10,527)
20,826 $ 459 96,040
26,719 ¥ 22,767 24,180
7,250 7,122 7,014
33,969 29,889 31,194
1,362 951 718
35,331 3 30,840 31912
(21,297) $  (18,350) 64,283
17,157 (985) 11,090
(4,140) (19,335) 75,373
(10,365) (11,046) (11,245)
(17,586) (12,563) (8,444)
(32,091 $  (42.944) 55,684
2002 2001 2000
(thousands)
366,919 $ 378,723 296,565
93,667 110,010 116,169
460,586 488,733 412,734
43,802 50,744 45,453
504,388 $ 539477 458,187
12,732 3 12,194 40,843
2,837 5,036 8,796
15,569 17,230 49,639
1,764 1,622 952
17,333 3 18.852 50,591
259,783 $ 257,872 274,765
129,567 105,990 154,683
156,983 135,365 150,604
546,333 $ 499227 580,052
81,426 3 89,674 99,479
222,921 228,387 148,381
304,347 $ 318061 247,860




12. Quarterly Information (Unaudited)

The following quarterly information is unaudited, but includes all adjustments which
management considers necessary for a fair representation of such information. For interim quarterly
statements, income taxes were estimated using the best available information for projected results for the
entire year.

Quarter
First Second Third Fourth Year
2002 (thousands except per share)
Revenues $ 125,503 $ 143919 $ 138,555 $ 138,356 $ 546,333
Gross profit (loss)" 1,265 11,043 5,596 (6,819) 11,085
Net income (loss) (5,754) 260 (3,577) (11,879) (20,950)
Per Common Share
Basic and diluted
net income (loss) $ (.37) $ 02 $ (23 $ 76) $ (1.34)
Dividends 15 15 15 15 .60
Stock Price
High 15.82 18.75 19.09 14.37 19.09
Low 13.21 13.37 11.40 9.50 9.50
2001
Revenues $ 116,117 $ 108,241 $ 137,906 @ $ 136963 ¥ § 499,227
Gross profit (loss)""” 3,591 1,397 (4,604) (4,420) (4,036)
Net loss (2,960) (4,858) (9,147) (7,940) (24,905)
Per Comwmon Share
Basic and diluted
net income (loss) $ (2hH) 5 (.34) $ (.5%) $ (.51) $ (1.68)
Dividends 15 .15 .15 15 .60
Stock Price
High 16.44 15.82 14.71 14.25 16.44
Low 11.96 11.78 11.17 12.30 11.17

(13 Gross profit is revenues less cost of sales.

(2) Restated from previously reported amounts to properly reflect intercompany transactions. The effect was to decrease
sales and cost of sales by $4.4 million in the third quarter of 2001 and increase sales and cost of sales by the same
amount in the fourth quarter of 2001.

In the first quarter of 2002, the Company included $2.9 million of charges for lumber import duties
and a credit of $7.2 million for the reversal of duties accrued in 2001. The 2002 second quarter included
$1.2 million of charges for duties and a credit of $8.4 million for the reversal of charges accrued in 2001
and a credit of $2.9 million for charges accrued in the first quarter of 2002. The 2002 third quarter
included charges of $6.7 million, and the 2002 fourth quarter included charges of $6.2 million for duties.
The total impact from duties in 2002 was a net reversal of $1.5 million, including current year charges of
$14.1 million, net of $15.6 million of credits related to the reversal of charges accrued in 2001. The third
and fourth quarters of 2001 included charges for duties of $10.2 million and $5.4 million, respectively.
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In the fourth quarter of 2002, the Company reduced its reserves for environmental remediation
liabilities by $2.6 million. The reduction was based on new information and updates on prior cost
estimates. In addition, the Company reduced its related receivable from insurance carriers by $0.9
million, for a net reduction to selling, general and administrative costs of $1.7 million. The Company
also recognized a $1.0 mitlion charge to settle litigation with the U.S. government.

The tax provision and net income in the fourth quarter of 2001 included $1.1 million of state poliution
control credits that became realizable as the result of the sale/leaseback of the Halsey mill chlorine
dioxide facility in December 2001. The tax provision and net income in the fourth quarter of 2001 also
recognized a $1.7 million benefit due to a reduction in the British Columbia corporate tax rate from 16.5
percent to 13.5 percent.

In January 2003, the Company’s Board of Directors decreased the quarterly dividend from 15 cents
per share to 8 cents per share due to continued losses through 2002 resulting from the extended economic
downturn and the burden of lumber import duties.
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INDEPENDENT AUDITORS’ REPCORT

To the Board of Directors and Shareholders of Pope & Talbot, Inc.:

We have audited the accompanying consolidated balance sheet of Pope & Talbot, Inc. and
subsidiaries as of December 31, 2002 and the related consolidated statements of operations, stockholders’
equity and cash flows for the year then ended. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audit. The financial statements of Pope & Talbot, Inc. as
of December 31, 2001, and for the two-year period then ended were audited by other auditors who have
ceased operations. Those auditors expressed an unqualified opinion on those financial statements in their
report dated January 22, 2002.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

in our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Pope & Talbot, Inc. and subsidiaries as of December 31, 2002, and the results of
their operations and their cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

KPMG LLP
Portland, Oregon
January 23, 2003
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders of Pope & Talbot, Inc.

We have audited the accompanying consolidated balance sheets of Pope & Talbot, Inc. (a Delaware
corporation) and subsidiaries as of December 31, 2001 and 2000, and the related consolidated statements
of operations, stockholders’ equity and cash flows for each of the three years in the period ended
December 31, 2001. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statement referred to above present fairly, in all material respects, the
financial position of Pope & Talbot, Inc. and subsidiaries as of December 31, 2001 and 2000, and the
results of their operations and their cash flows for each of three years in the period ended December 31,
2001, in conformity with accounting principles generally accepted in the United States.

As explained in Note 1 to the consolidated financial statements, effective January 1, 2000, the
Company changes its method for valuation of fiber in wood chip, log and pulp inventories of the Harmac
pulp operations from the first-in, first-out method to the last-in, first-out method.

Arthur Andersen LLP
Portland, Oregon
January 22, 2002

THIS REPORT IS A COPY OF A REPORT PREVIOUSLY ISSUED BY ARTHUR ANDERSEN LLP.
THIS REPORT HAS NOT BEEN REISSUED BY ARTHUR ANDERSEN AND IS INCLUDED
HEREIN PURSUANT TO RULE 2-02(e) OF REGULATION S-X OF THE SECURITIES AND
EXCHANGE COMMISSION.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure

On March 14, 2002, Arthur Andersen LLP (Andersen) was indicted on federal obstruction of justice
charges arising from the federal government’s investigation of Enron Corp. On June 15, 2002, Arthur
Andersen was found guilty of these charges.

Cn May 23, 2002, on recommendation of the Audit Committee of the Company’s Board of Directors,
the Company’s Board of Directors dismissed Andersen as the Company’s independent public accountants
and engaged KPMG LLP (KPMG) to audit the consolidated financial statements of the Company for the
fiscal year 2002. KPMG has not audited any of the Company’s financial statements for year-ends prior to
December 31, 2002 and therefore is unable to express an opinion on any prior years’ financial
information.

During the Company’s fiscal years ended December 31, 2001 and 2000, and during the subsequent
interim period through the date of Andersen’s dismissal, there were no disagreements with Andersen on
any matter of accounting principles or practices, financial statement disclosure, or auditing scope or
procedure which, if not resolved to Andersen’s satisfaction, would have caused them to make reference to
the subject matter in connection with their report on the Company’s consolidated financial statements for
such years; and there were no reportable events, as listed in Item 304(a)(1)(v) of Regulation S-K.
Andersen’s reports on the Company’s consolidated financial statements for Company’s fiscal years ended
December 31, 2001 and 2000 did not contain an adverse opinion or disclaimer of opinion, nor were they
qualified or modified as to uncertainty, audit scope or accounting principles.

During the Company’s fiscal years ended December 31, 200} and 2000 and the subsequent interim
period through the date of Andersen’s dismissal, the Company did not consult KPMG with respect 1o the
application of accounting principles to a specified transaction, either completed or proposed, or the type
of audit opinion that might be rendered on the Company’s consolidated financial statements, or any other
matters or reportable events listed in Item 304(a)(2)(i) and (ii) of Regulation S-K.

The Company has not been able to obtain, after reasonable efforts, the written consent of Andersen to
the incorporation by reference in the Company’s previously filed Form S-8 Registration Statements of
Andersen’s report on the 2001 and 2000 financial statements included in this annual report, as required by
the Securities Act of 1933. Therefore, in reliance on Rule 437a promulgated under the Securities Act of
1933, the Company has dispensed with the requirement to file a written consent from Andersen with this
annual report. The previously filed Form S-8 Registration Statements relate to the Company’s employee
and director stock option plans. As a result, the ability of persons who exercise options under those plans
to assert claims against Andersen may be limited. Because the Company has not been able to obtain the
written consent of Andersen, such persons will not be able to recover against Andersen under Section 11
of the Securities Act of 1933 for any untrue statements of a material fact contained in Andersen’s report
or the financial statements covered thereby or any omissions to state a material fact required to be stated
therein.
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PART III

Item 10. Directors and Executive Officers

The information required by Item 10 of Part I1I is presented as a separate item entitled "Executive
Officers of the Registrant Who are Not Directors" in Part I, Item 4 of this Report on Form 10-K and under
the items entitled "Certain Information Regarding Directors and Officers" and "Section 16(a) Beneficial
Ownership Reporting Compliance" in the Company’s Definitive Proxy Statement for the Annual Meeting
of Shareholders on May 2, 2003. Such information is incorporated herein by reference.

Item 11. Executive Compensation

The information required by Item 11 of Part III is presented under the items entitled "Director
Remuneration” and "Executive Compensation and Other Information” in the Company’s Definitive Proxy
Statement for the Annual Meeting of Shareholders on May 2, 2003. Such information is incorporated
herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required by Item 12 of Part IIl is presented under the items entitled "Security
Ownership of Management," "Beneficial Ownership of Over 5 percent of Pope & Talbot Common
Stock,” and “Equity Compensation Plan Information” in the Company's Definitive Proxy Statement for
the Annual Meeting of Shareholders on May 2, 2003. Such information is incorporated herein by
reference.

Item 13. Certain Relationships and Related Transactions
Not applicable.

Item 14. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The Company’s Chief Executive Officer and Chief Financial Officer have evaluated the Company’s
disclosure controls and procedures, as defined by the Securities and Exchange Commission, as of a date
within 90 days of the filing date of this report (the “Evaluation Date”). Based upon this evaluation, the
Company’s Chief Executive Officer and Chief Financial Officer have concluded that the Company’s
disclosure controls and procedures as of the Evaluation Date were effective to ensure that information
required to be disclosed by the Company is recorded, processed, summarized and reported on a timely
basis.

Change in Internal Controls

The Company maintains a system of internal accounting controls designed to provide reasonable
assurance that transactions are properly recorded and summarized so that reliable financial records and
reports can be prepared and assets safeguarded. There are inherent limitations in the effectiveness of any
system of internal control, including the possibility of human error and the circumvention or overriding of

controls. Additionally, the cost of a particular accounting control should not exceed the benefit expected
to be derived.

There were no significant changes in the Company’s internal controls or in other factors that could
significantly affect internal controls subsequent to the Evaluation date.
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PART IV

ftem 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K
(a)(1y Financia!l Statements

The following financial statements of the Company are included in this report:
Consolidated balance sheets at December 31, 2002 and 2001

Consolidated statements of operations for years ended December 31, 2002, 2001 and 2000.

Consolidated statements of stockholders” equity for years ended December 31, 2002, 2001
and 2000.

Consolidated statements of cash flows for years ended December 31, 2002, 2001 and 2000.
Notes to Consolidated Financial Statements
Independent Auditors’ Repért - KPMGLLP
Report of Independent Public Accountants — Arthur Andersen LLP
(a)(2) Schedules

All schedules are omitted since the required information is not present or is not present in
amounts sufficient to require submisston of the related schedule, or because the information
required is included in the financial statements and notes thereto.

(a)(3) Exhibits

The following exhibits are filed as part of this annual report.

Exhibit No.

2.1 Purchase and Sale Agreement dated March 29, 2001 among Norske Skog Canada
Limited, Norske Skog Canada Pulp Operations Limited, Pope & Talbot Ltd., Pope &
Talbot, Inc., and Norske Skog Canada Mackenzie Pulp Limited (Incorporated herein by
reference to Exhibit 2.1 to the Company’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 2001, filed with the SEC on May 8, 2001 (SEC File No. 1-7852)).

3L Restated Certificate of Incorporation.

3.2. Bylaws. (Incorporated herein by reference to Exhibit 3.2 to the Company’s Annual
Report on Form 10-K for the year ended December 31, 1999, filed with the SEC on
March 24, 2000 (SEC File No. 1-7852)).

4.1. Indenture, dated June 2, 1993, between the Company and Chemical Trust Company of
California as Trustee with respect to the Company's 8-3/8% Debentures due 2013.
(Incorporated herein by reference to Exhibit 4.1 to the Company’s registration
statement on Form S-3 filed with the SEC on April 6, 1993 (SEC File No. 33-60640)).

4.2. Rights Agreement, dated as of April 3, 1998, between the Company and Chase Mellon
Shareholder Services, L. L. C., as rights agent. (Incorporated herein by reference to
Exhibit 4.1 to the Company's Current Report on Form 8-K filed with the SEC on April
7, 1998 (SEC File No. 1-7852)).

43. Amended and Restated Participation Agreement dated as of December 27, 2001 among
the Company, SELCO Service Corporation, the Note Purchasers named therein,
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Wilmington Trust Company and First Security Bank, National Association.
(Incorporated herein by reference to Exhibit 4.3 to the Company’s Annual Report on
Form 10-X for the year ended December 31, 2001, filed with the SEC on March 13,
2002 (SEC file No. 1-7852)).

4.4, Amended and Restated Facility Lease between the Company and Wilmington Trust
Company dated December 27, 2001. (Incorporated herein by reference to Exhibit 4.4
to the Company’s Annual Report on Form 10-K for the year ended December 31, 2001,
filed with the SEC on March 13, 2002 (SEC file No. 1-7852))

45. Amendment dated December 13, 2002 to Amended and Restated Facility Lease
between the Company and Wilmington Trust Company.

4.6. Indenture dated July 30, 2002, between the Company and J.P. Morgan Trust Company,
National Association, as Trustee, with respect to the Company’s 8 3/8% Senior Notes
due 2013. (Incorporated herein by reference to Exhibit 4.5 to the Company’s Quarterly
Report on Form 10-Q for the quarter ended June 30, 2002, filed with the SEC on
August 14, 2002 (SEC File No. 1-7852)).

Pursuant to Item 601(b)(4)(iii) of Regulation S-K, the Company agrees to fumish to the
Securities and Exchange Commission, upon request, copies of agreements relating to other long-
term debt.

10.1. Executive Compensation Plans and Arrangements

10.1.1.  Employee Stock Option Plan, as amended April 26, 2001. (Incorporated herein by
reference to Exhibit 10.1.1 to the Company’s Annual Report on Form 10-K for the year
ended December 31, 2001, filed with the SEC on March 13, 2002 (SEC file No. 1-
7852)).

10.1.2.  Executive Incentive Plan, as amended. (Incorporated herein by reference to Exhibit 10(b)
to the Company's Annual Report on Form 10-K for the year ended December 31, 1992,
filed with the SEC on March 31, 1993 (SEC File No. 1-7852)).

10.1.3.  Deferral Election Plan. (Incorporated herein by reference to Exhibit 10(d) to the
Company's Annual Report on Form 10-K for the year ended December 31, 1992 filed with
the SEC on March 31, 1993 (SEC File No. 1-7852)).

10.1.4.  Supplemental Executive Retirement Income Plan. (Incorporated herein by reference to
Exhibit 10(e) to the Company's Annual Report on Form 10-K for the year ended
December 31, 1990 filed with the SEC on March 25, 1991 (SEC Fiie No. 1-7852)).

10.1.5.  Form of Severance Pay Agreement among the Company and certain of its executive
officers. (Incorporated herein by reference to Exhibit 10.1.6 to the Company's Quarterly
Report on Form 10-Q for the quarter ended March 31, 1998, filed with the SEC on May
14, 1998 (SEC File No. 1-7852)).

10.1.6. 1996 Non-Employee Director Stock Option Plan, as amended April 26, 2001.
(Incorporated herein by reference to Exhibit 10.1.6 to the Company’s Annual Report on
Form 10-K for the year ended December 31, 2001, filed with the SEC on March 13, 2002
(SEC File No. 1-7852)).
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10.1.7.

10.1.8.

10.1.9.

10.2.

10.3.

10.4.

10.5.

10.6.

10.7.

10.8.

Special Non-Employee Director Stock Retainer Fee Plan. (Incorporated herein by
reference to Exhibit 99.5 to the Company’s Form S-8 filed with the SEC on February 22,
1999 (SEC File No. 333-72737)).

Split Dollar Life Insurance Agreement between the Company and Maria M. Pope, as
trustee of the Pope Grandchildren’s Trust, dated December 21, 1999. (Incorporated
herein by reference to Exhibit 10.1.11 to the Company’s Annual Report on Form 10-K
for the year ended December 31, 1999, filed with the SEC on March 24, 2000 (SEC File
No. 1-7852)).

Restricted Stock Award Agreement entered into on April 26, 2001 effective as of
September 9, 1999 between the Company and Michael Flannery. (Incorporated herein by
reference to Exhibit 10.1.9 to the Company’s Annual Report on Form 10-K for the year
ended December 31, 2001, filed with the SEC on March 13, 2002 (SEC File No. 1-
7852)).

Lease agreement between the Company and Shenandoah Development Group, Ltd., dated
March 14, 1998, for Atlanta diaper mill site as amended September 1, 1988 and August
30, 1989. (Incorporated herein by reference to Exhibit 10(h) to the Company's Annual
Report on Form 10-K for the year ended December 31, 1990, filed with the SEC on
March 25, 1991 (SEC File No. 0-928)).

Lease agreement between the Company and Shenandoah Development Group, Ltd., dated
July 31, 1989, for additional facilities at Atlanta diaper mill as amended August 30, 1989
and February 1990. (Incorporated herein by reference to Exhibit 10(1) to the Company's
Annual Report on Form 10-K for the year ended December 31, 1990, filed with the SEC
on March 25, 1991 (SEC File No. 0-928)).

Province of British Columbia Tree Farm License No. 8, dated March 1, 1995.
(Incorporated herein by reference to Exhibit 10.6 to the Company’s Quarterly Report on
Form 10-Q) for the quarter ended September 30, 1996, filed with the SEC on November
13, 1996 (SEC File No. 1-7852)).

Province of British Columbia Tree Farm License No. 23, dated March 1, 1995.
(Incorporated herein by reference to Exhibit 10.7 to the Company’s Quarterly Report on
Form 10-Q for the quarter ended September 30, 1996, filed with the SEC on November
13, 1996 (SEC File No. 1-7852)).

Province of British Columbia Forest License A18969, dated December 1, 1993.
(Incorporated herein by reference to Exhibit 10.8 to the Company’s Quarterly Report on
Form 10-Q for the quarter ended September 30, 1996, filed with the SEC on November
13, 1996 (SEC File No. 1-7852)).

Credit agreement dated June 15, 2001, between the Company and Toronto Dominion
Bank, Bank of Montreal and The Bank of Nova Scotia. (Incorporated herein by reference
to Exhibit 10.1 to the Company’s Quarterly Report on Form 10-Q for the quarter ended
June 30, 2001, filed with the SEC on August 8, 2001 (SEC File No. 1-7852)).

First Amending Agreement to Credit Agreement dated June 15, 2001, between the
Company and Toronto-Dominion Bank, Bank of Montreal and The Bank of Nova Scotia,
dated May 22, 2002. (Incorporated herein by reference to Exhibit 10.8 to the Company’s
Quarterly Report on Form 10-Q for the quarter ended June 30, 2002, filed with the SEC
on August 14, 2002 (SEC File No. 1-7852)).

64




21.1.

23.1.

99.1

99.2

(b)

List of subsidiaries.
Consent of KPMG LLP.

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Reports on Form §8-K

No reports on Form &-K were filed during the three months ended December 31, 2002.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, in the City of Portland, State of Gregon, on this 28th day of February, 2003.

POPE & TALBOT, INC.

By:/s/ Michael Flannery

Michael Flannery
Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below on February 28, 2003, by the following persons on behalf of the registrant and in the capacities
indicated.

Chairman of the Board, President and

/s/ Michael Flannery Chief Executive Officer
Michael Flannery
/s/ Gordon P. Andrews Director

Gordon P. Andrews

/s/ David J. Barram Director

David J. Barram

/s/ Charles Crocker Director

Charles Crocker

/s/ Lionel G. Dodd Director
Lionel G. Dodd
/s/ Robert G. Funari Director

Robert G. Funari

/sf Kenneth G. Hanna Director

Kenneth G. Hanna

/s/ Robert Stevens Miller, Jr. Director

Robert Stevens Miller, Jr.

/s/ Peter T. Pope Director

Peter T. Pope

Vice President and
/s/ Maria M. Pope Chief Financial Officer

Maria M. Pope

/s/ Gerald L. Brickey Financial Controller

Geralid. L. Brickey
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CERTIFICATION

I, Michael Flannery, Chairman, President and Chief Executive Officer of Pope & Talbot, Inc., certify that:

a)

a)

b)

I have reviewed this annual report on Form 10-K of Pope & Talbot, Inc. (the “Registrant™);

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
annual report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure control and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
90 days prior to the filing date of this annual report (the “Evaluation Date”); and

presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent function):

all significant deficiencies in the design or operation of internal controls which could adversely affect
the registrant’s ability to record, process, summarize and report financial data and have identified for
the registrant’s auditors any material weaknesses in internal controls; and

any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

The registrant’s other certifying officer and I have indicated 1n this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

Date: February 28, 2003

/s/ Michael Flannery
Chairman, President and
Chief Executive Officer
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CERTIFICATION

I, Maria M. Pope, Vice President and Chief Financial Officer of Pope & Talbot, Inc., certify that:

jos3

a)

b)

c)

a)

b)

I have reviewed this annual report on Form 10-K of Pope & Talbot, Inc. (the “Registrant”);

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
annual report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure control and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
90 days prior to the filing date of this annual report (the “Evaluation Date”); and

presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent function):

all significant deficiencies in the design or operation of internal controls which could adversely affect
the registrant’s ability to record, process, summarize and report financial data and have identified for
the registrant’s auditors any material weaknesses in internal controls; and

any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

The registrant’s other certifying officer and I have indicated in this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

Date: February 28, 2003

/s/ Maria M. Pope
Vice President and
Chtef Financial Officer
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Board of Directors, Executive Officers and Corporate Information

Board of Directors

Michael Flannery Michael Flannery
Chairman, President and Chairman, President
Chief Executive Officer

Gordon P. Andrews *° Maria M. Pope
President ‘ Vice President and
Andrews Associates, Inc.

David J. Barram '* Angel M. Diez
Former Administrator Vice President,
U.S. General Services General Manager —
Administration under Pulp

President Clinton
Abram Friesen

Charles Crocker * Vice President,
Chairman and CEOQ, General Manager —
BEI Technologies, Inc. Wood Products

Lionel G. Dodd '*
Former President and CEQ,
Versacold Corporation
Vancouver, B.C.

Robert G. Funari '°
Former President and CEQ,
Syncor International

Kenneth G. Hanna *
Former President and CEQ,
Aber Diamond Corporation

Robert Stevens Miller, Jr. *
Chairman and CEQ,
Bethlehem Steel Corporation

Peter T. Pope
Former Chairman, President and
Chicf Executive Officer

' Corporate Governance Committce
* Audit Committee
* Compensation Commilttee

Executive Officers

and Chief Executive Officer

Chief Financial Officer

Corporate Headquarters
1500 S.W. First Avenue
Portland, Oregon 97201

Transfer Agent, Registrar and
Dividend Disbursing Agent
For questions regarding your
account, address changes, lost
certificates, dividend checks or
change in registered ownership
contact:

Mellon Investor Services, L.L.C.
Attention: Shareholder Relations
85 Challenger Road

Ridgefield Park, New Jersey 07660
800-522-6645

Foreign Shareholders:
201-329-8660
www.melloninvestor.com

Investor Information

Please contact for any information:
Investor Relations Department
P.O. Box 8171

Portland, Oregon 97207
503-228-9161

www.poptal.com

e-mail: info@poptal.com

Securities Listing

Pope & Talbot common stock is
traded on the New York and Pacific
stock exchanges under the ticker
symbol: POP




